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I 


In the last decade there has been an enormous literature on the 
economic development of the relatively poor countries, but a general 
economic theory of their growth has proved elusive. Concepts derived 
from the study of growth in advanced economies do not prove easy 
to transfer to economies with a markedly lower level of technology 
and a completely different framework of social, cultural and political 
institutions. For these differences between advanced and backward 
economies are differences of kind, not merely of degree like differ- 
ences in income per head or in the extent of industrialisation, and they 
make it difficult for the economist to build a satisfactory model with 
the usual types of limiting assumptions. The institutional differences 
alone compel him to seek the aid of the sociologist, the anthropologist 
and others, whose activities on the fringe of economics have too long 
been neglected by the model-builders at some cost of realism in 
economic theory. 

The difficulty of theorising about underdeveloped areas, however, 
involves more than the differences between them and the advanced 
countries ; for such homogeneity as exists in the economic structure 
and social pattern of the latter simply cannot be found in the vast range 
of the world’s territories which are relatively poor. Many, but not all, 
are threatened with’ a Malthusian population explosion; some, but 
not many, have vast unused natural resources ; a few have a relatively 
well-organised marketing system covering domestic as well as foreign 
trade, whereas others are subsistence economies with scarcely any 
experience of the monetary system. In some, an awakened desire for 
economic improvement is hampered by the stranglehold of ancient 
ees wach inhibit social mobility ; others have yet to emerge from 
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primitive tribalism and are faced with social disintegration of a more 
alarming kind as they begin to respond to new economic incentives. 
In some, there are a dual economy and a dual social structure, in which 
the forces of ‘ progress’ and of ‘ backwardness’ have long marched 
side by side, and now threaten to collide or are in collision. Generali- 
sation, therefore, is not only difficult, but may be positively dangerous : 
economists’ prescriptions may be as false and chancy as the witch- 
doctor’s potions. 

Nevertheless, a hard core of ideas about the solution to the 
problems of underdeveloped countries has kept emerging from the 
recent literature, and it is the purpose of this essay to examine some 
of these ideas in the light of the ‘ political economy of backwardness ’.* 
The writer believes that there is often a paradox between the political 
conception of progress widely accepted in the underdeveloped countries 
and the formulae for progress offered by their economic advisers. Con- 
fronted by this paradox, their governments are often still handicapped 
by inappropriate political shibboleths, probably imported from either 
capitalist or Marxist literature, like obsolete armaments discarded and 
sold abroad for scrap. The dilemma that confronts them, if they 
strive to raise standards of living in a democratic political system, is 
that the economic prescriptions for progress may have toxic political 
effects. For example, ‘ progress’ in such a context must mean a 
reduction in the impact of poverty on the people. Not only must 
national income grow in the aggregate, but the proportion of the people 
living at or near the present subsistence level must progressively be 
reduced.” This implies a redistribution of income along more egali- 
tarian lines than are traditional in such societies, and the pressure of 

1 The reader will detect many important gaps in my discussion, particularly 


the neglect of the rdéle of external capital and the inadequate treatment of 
balance-of-payments problems. 


In the theoretical literature, amongst the most notable contributions have 
been: J. S. Duesenberry, ‘Some Aspects of the Theory of Economic Develop- 
ment ’, Explorations in Entrepreneurial History, Vol. II, No. 2, December 1950, 
pp. 63-102; W. A. Lewis, ‘Economic Development with Unlimited Supplies 
of Labour’, The Manchester School, Vol. XXII, No. 2, May 1954, pp. 139-91, 
and The Theory of Economic Growth (1955); H. W. Singer, ‘The Mechanics 


of Economic Development’, Indian Economic Review, Vol. I, No. 2, August 


ioe) R. Nurkse, Problems of Capital Formation in Underdeveloped Countries 


* The Political Economy of Backwardness ’ is the title of an interesting article 
by P. Baran, The Manchester School, Vol. XX, No. 1, January 1952. 

2 See J. Viner, International Trade and Economic Development (1951), pp. 98 
et seq., and ‘ America’s Aims and the Progress of Underdeveloped Countries ’, 
in The Progress of Underdeveloped Areas, Harris Foundation Lectures, edited 
by B. Hoselitz (1952), especially pp. 185 et seq. The panel of economists set 
up to advise the Indian Planning Commission declared that the ‘ objectives of 
the Second [Five-Year] Plan must be a big enough (sic) increase in incomes, 
together with substantial expansion of employment, and these should be related 
to the pattern of income distribution that is felt to be socially desirable’. 
Indian Trade and Industry, Vol. VII, No. 3, 18th February 1955, p. 64. 
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political opinion behind this idea appears to be growing steadily.* Yet 
this was not the pattern taken by the trend of income distribution in the 
advanced countries at the early stages of their development,‘ and it 
is not easily reconciled with the financial and fiscal policies implicit in 
many of the economists’ models of growth. 

The distribution of income inevitably affects the pattern of demand 
and the ability of a community to make its wants effective. Thus the 
argument above is doubly important, because probably the most 
dynamic element in backward societies today is the growing awareness, 
long-delayed, but now spreading to all sections of the people, of their 
poverty in relation to the rest of the world and of concrete evidence 
of what a higher standard of living means. This new outlook has been 
brought much more sharply into focus by the war and by the penetra- 
tion of every country by press, film and radio. New wants have been 
and are being created and urgently felt for the first time by enormous 
numbers of people. This does not solve the problem of economic 
growth, but it does make an important contribution.’ A prerequisite 
condition of progress is that society should want to make progress. 
On the whole, the modern literature on economic development has 
paid too little attention to the forces determining demand, perhaps 
because the analysis of supply gives better scope to the technique of 
the economist. Naturally their implications are not all advantageous ; 
for example, an upward trend in demand may lower the propensity 
to save and make inflation more difficult to check once incomes begin 
to rise, but at least it clears the way for economic growth, not least 
by promoting readiness to accept institutional change. 

This must be the answer to those writers who stress the risks of 
social disintegration associated with attempts to speed up economic 
development and advise ‘ slower and more organic and less intensive 
changes ’.* The evidence from even the most backward countries today 
shows that the social strains and stresses that accompany economic 
growth are increasing,’ and the risk is not so much that the help of 
the more advanced countries will start development prematurely as 


3 The advice of the taxation inquiry committee to impose a ceiling on 
personal income after tax. limiting the maximum to thirty times the minimum 
wage. has been accepted by the Government of India as part of the Second 
Five-Year Plan. The Times, 10th and 11th February 1956. ig q 

4See S. Kuznets. ‘Economic Growth and Income Inequality’, American 
Economic Review, Vol. XLV, No. 1, March 1955, pp. 1-28. ; 

5 ‘For imitation has done its work. The Africans have acquired new wants, 
and are willing to work to satisfy them without compulsion.’ Lewis, The Theory 

Economic Growth. p. 39. cs 
4 S S. laf paekal. The Economic Impact on Underdeveloped Societies (1952), 

. 94, d é 
i 7 E.g., United Nations, Enlargement of the Exchange Economy in Tronical 
Africa (1954), p. 1. 
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that the change in social attitudes will run far ahead of such aid and 
of real economic improvement. The danger of Communism in a 
backward country lies not so much in the facts of present poverty as 
in growing awareness of them and disillusionment about current efforts 
to provide economic opportunities. But, given the right policies, this 
same condition may equally well prove to be the mainspring of 
economic change that will avert political disaster. 


II 


How does the process of economic growth take place? Rostow 
has suggested an analogy with flight in his concept of the ‘ take-off 
into industrialisation’.* Pursuing the analogy, one might suggest that 
just as, for the aeroplane, to reach the take-off point involves both 
the improvement of the streamlining of the machine and the provision 
of sufficient engine-boost, similarly, for the backward economy, to 
take-off into economic progress involves a dual effort. The stream- 
lining is the adaptation of social and economic institutions ° to give 
the operation of economic incentives full play and get the maximum 
returns from the new engine-power which comes from capital forma- 
tion. Both efforts are essential, and they are interdependent. The 
one is useless without the other: to rely solely on capital formation 
is like trying to fly the Atlantic on a ‘ flying-bedstead’. These two 
mainstreams in the process of growth are each fed from the catchment 
area of the widening market, with the improvements of economic 
organisation and the extended division of labour which it involves. 
This was the starting-point of growth in Adam Smith’s view, and there 
is plenty of evidence that it applies in underdeveloped economies 
today.'° The widening of the market begins under the influence of 
new forms of demand. To make these effective, producers will seek 
new opportunities of adding to their incomes even in primitive societies 
following a subsistence economy. This is the explanation of seasonal 
migrations of tribal labour in African tropical territories. In certain 
areas of India, during the war, peasants turned from subsistence crops 
like food grains (which were price-controlled) to cash crops like sugar- 
cane and tobacco (which were uncontrolled) to satisfy their growing 


8 W. W. Rostow, The Process of Economic Growth (1953), pp. 103-8. 

® Streamlining, of course, does not imply the imposition of a ‘western’ 
social mould that destroys all trace of the cultures and mores of the past; the 
necessary modification of social patterns can be achieved without altering their 
fundamental character. Cf. Morris E. Opler. ‘ The Problem of Selective Culture 
Change ’, in The Progress of Underdeveloped Areas. 

7° See, for example, P. T. Bauer, West African Trade (1954), passim. 
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desire for consumer goods whose prices were rising.’ Thus the farmer 
depends on the growing urban market to sell his new surpluses, just 
as the city merchant, and behind him the manufacturer, depends on 
the farmer for an expanding market for his cloth, salt and paraffin 
(and soon for his implements, furniture, sewing-machines, bicycles and 
radio-sets). Economic development is not simply industrialisation ; 
but a simultaneous and mutually dependent expansion of the market 
in agriculture, in services, and in manufacturing. 

Turning to the specifically economic aspects of development, we 
can say that it takes place either because there is an increase in produc- 
tive resources or because available resources are used more skilfully. 
In the nineteenth century it was possible for a great deal of develop- 
ment to follow an ‘ expansionist ’!? pattern, depending on the utilisation 
of new land and the discovery of new resources. But this path to 
progress appears to be almost barred to underdeveloped areas today. 
An increased supply of labour, on the other hand, might or might not 
imply a rise in output per head. A growing population means more 
mouths to feed, and more dependent children for the working-sector 
to support; but it may also mean a higher expectation of life for 
the workers and a diminished incidence of ill-health. Even with an 
increased labour-force as a potential source of progress, however, 
everything depends on its productivity. In its turn productivity depends 
on both better education and better health, and these depend on ‘ social 
capital’. Thus the factor-of-production approach brings us round 
to the view that the rate of progress depends on the rate of capital 
formation. 

This familiar conclusion involves a wider definition of capital than 
econometricians normally care to measure; but we have the full 
authority of one outstanding amongst them for the usage. ‘Capital 
is what capital does ; it raises the capacity for economic production.’ 
And again: ‘The major capital stock of an industrially advanced 
country is not its physical equipment: it is the body of knowledge 
amassed from tested findings and the capacity and training of the 
population to use this knowledge effectively.** Thus even in the 

11 This illustrates one of the important practical problems in planning 
economic development : to ensure an adequate procurement of foodstuffs to 
feed the growing urban population, while keeping an appropriate balance 


between farm prices and consumer-goods prices and preserving the incentives 
of the farmer. ; 3 ] 

12 See B. F. Hoselitz, ‘ Patterns of Economic Growth’, Canadian Journal of 
Economics and Political Science, Vol. XX1, No. 4, November 1955, pp. 416-31. 

13§. Kuznets, in Capital Formation and Economic Growth, edited by 
M. Abramovitz (1955), p. 22; and in ‘ Towards a Theory of Economic Growth ’, 
1954, (quoted by the United Nations Department of Economic and Social 
Affairs, Processes and Problems of Industrialisation in Underdeveloped 
Countries (1955), p. 5). 
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discussion of capital formation we are reminded of the essential link 
between the streamlining of the fuselage and the installation of the 
engine-power. Indeed, this is the lesson of history : ‘ The great growth 
of capital in the eighteenth and nineteenth centuries in Europe was 
due not to mechanical forces but to the evolution of new patterns in 
social relationships.’'* These quotations reveal some of the inner 
difficulties of capital formation—the critical bottlenecks like shortages 
of technical skill, entrepreneurial ability and administrative wisdom. 
But we must resist the constant temptation to stray from economic 
analysis and proceed to consider the problems of investment, excluding 
from the discussion the contribution that foreign borrowing might 
make, partly on the grounds that, in the streamlining process at any 
rate, external capital can play no positive rdéle. 


Ill 


Empirical study has revealed the scale of the investment problem 
that confronts underdeveloped countries. In most advanced economies 
the ratio between the value of the stock of capital (narrowly defined) 
and annual output is found to be about three or four to one. while 
the rates of growth of capital and of output are about the same. To 
get an annual increment of 3 per cent. in output, therefore, calls for 
a net investment of 9-12 per cent. of the national income, with 
population stationary ; but with a population growth of 3 per cent. a 
year—which is high, but is true of Ceylon, Mexico, Venezuela and 
other countries—this investment will scarcely serve to keep the stock 
of capital and output per head constant. India, one of the best 
organised of the underdeveloped countries, has achieved a rate of 
investment of about 7 per cent. of the national income under its first 
Five-Year Plan, and with population growing at about 14 per cent. 
a year has probably increased output per head by less than 2 per cent. 
a year, at an optimistic estimate, over the last five years. So long as 
the population grows as at present, India will need to double this 
rate of net investment before she can begin to close the gap between 
her standard of living and that of the advanced countries. 

Amongst the special difficulties about new investment in under- 
developed countries are the notorious lack of ‘ external’ economies, 
and the inefficient utilisation of existing capital associated with low 
levels of technical skills..5 The second point is often overlooked, but 


14S. H. Frankel, op. cit., p. 69. 

15 On the latter point see A. Sturmthal, ‘Economic Development, Income 
Distribution, and Capital Formation in Mexico’, The Journal of Political 
Economy, Vol. LXill, No. 3, June 1955, especially pp. 190-3. 
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it holds out the promise of spectacular advances in output, without 
further heavy investment, as skills improve. But it is generally felt 
that to put the first point right will call for a big effort from the building 
and engineering industries, which, in modern technology, are capital- 
using as well as capital-creating. It looks, therefore, as if in under- 
developed countries the early innovations leading to technical progress 
must be costly in capital before the capital-saving type, associated in 
advanced countries with organisational efficiency and abundant social 
‘ overhead ’ facilities, can be provided.’* An alternative presents itself, 
because, up to a point at any rate, in many projects designed to improve 
‘external ’ economies, labour can be substituted for capital as an input, 
and it is generally agreed that there is a surplus of underemployed 
labour in most underdeveloped countries. In India, for example, about 
four out of every five peasants are occupied for barely four months 
of the year, and the rural population of some 300 millions is increasing 
by over three millions a year.‘7 Given a degree of reorganisation in 
agriculture, this suggests that large numbers of men could be recruited 
for major capital-construction schemes without lowering the output 
of agriculture. The enormous practical! difficulties about this are often 
overlooked ;'* but there is certainly no reason why roads, railways, 
irrigation works and the like should not be efficiently built by labour 
with little mechanical equipment, as they were in Europe and America 
in the nineteenth century.’® Mr. Nehru, conscious of the technological 
gulf between his people and those of the developed countries, has 
several times enviously remarked on the success of the Chinese 
Communists in achieving capital formation on a spectacular scale by 
mobilising enormous labour forces. It is tempting to suggest, therefore, 
that the problems involved are largely administrative rather than 
economic. 

Is this a tenable view ? Unfortunately it is not, because of the risks 
of inflation. In most situations in which there are no idle resources 
geared to an existing system of ‘ roundabout ’ production and available 
for transfer to investment projects, an increase in investment (which 


16 Cf, H. J. Bruton, ‘Growth Models and Underdeveloped Economies’, The 
Journal of Political Economy, Vol. LXIII, No. 4, August 1955, p. 328. 

17 §. §. Dhami, ‘ Rural Development in India’, International Labour Review, 
Vol. LXIX, No. 5, May 1954, p. 453. ; 

18 Besides familiar problems of immobility, accentuated by social custom, 
ignorance and lack of communications, there are production problems in agri- 
culture, for, at the seasonal peaks, with a high incidence of illness and absentee- 
ism because of litigation, the demand for labour can press close on _ the 
available supply ; everything may depend on seizing an opportunity provided 
by a shower of rain, or mustering the whole population of a village to cope 
with a flood disaster. . meal : : 

19 See Lewis, ‘Economic Development with Unlimited Supplies of Labour’, 
op. cit., p. 161, and The Theory of Economic Growth, p. 218. 
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does not add to current output) must be inflationary. Is this avoided 
in the type of project described above? In his theoretical treatment 
of this problem,”° Professor Lewis postulates that the men employed 
in the new ‘capitalist’ sector are paid little more than the minimum 
subsistence wage prevailing in the rest of the labour market, i.e. in 
agriculture, and that they will spend most of their wages on the same 
products of the agricultural sector as they would have consumed, 
without payment, in their own villages at the expense of their friends 
and relations if they had never moved to new employment. On these 
assumptions, the danger of inflation is circumscribed and susceptible 
to control by fiscal policy, which should aim at taxing both the profits 
made in the new investment projects and the increase in farm incomes. 
Moreover, it should be possible to choose investment projects, espe- 
cially in the agricultural sector, which will add to the current output 
of consumer goods within a short time, so that the risk of inflation is 
further lessened. This would be true of several forms of irrigation 
development such as the sinking of tube-wells, or simple measures to 
conserve rainfall, prevent flooding or improve drainage. 

But one has only to sketch thus baldly the theoretical possibilities 
of optimistic results to see on what thin ice they rest. If the state 
takes away all the profits in taxation, the profit-makers will have no 
incentive to pursue further investment projects ; but if the state leaves 
them with some profit, can they be relied on to re-invest in new capital- 
creating projects and not to use their higher incomes for ‘ conspicuous 
consumption’? How can extra output come quickly from the creation 
of new social capital like schools, hospitals and housing, which must 
rightly get a share of early increases in investment ? How can we’be 
certain that labour transferred to new employment will confine its 
expenditure of new earnings to its old pattern of wants? How desirable 
is it that it should do so, rather than extend its demand to new goods 
and services and so help with the widening of the market on which the 
process of growth hinges ? 

Almost certainly, the effort to create new capital on a significant 
scale will have inflationary consequences unless the government 
succeeds in mobilising extra savings and possibly draws also on foreign 
capital to finance additional imports. It is often argued that inflation 
is conducive to economic development, and there are some examples 
of really rapid accumulation associated with inflation: as in 
Germany in the 1920s, Japan before 1914, and perhaps even the 
U.S.S.R. in the 1930s. But the evil social consequences of the uneven 
incidence of inflation through the redistribution of income are denied 


20* Economic Development with Unlimited Supplies of Labour’, op. cit., 
especially pp. 155 er seq. 
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by none, and the example of Germany is there to prove them. On the 
economic balance-sheet, open inflation is likely soon to cause invest- 
ment to be diverted from capital-creating projects into stock-hoarding, 
speculation in property values, and the hoarding of precious metals or 
of foreign currencies. In most underdeveloped countries this transfer 
of resources into inefficient uses and the inevitable balance-of- 
payments consequences would quickly be disastrous.?' Yet attempts 
to control inflation in economies with no highly-organised bank-credit 
basis are not likely to be very effective, particularly if the government 
is administratively inefficient and ill-equipped with statistical indices 
of economic trends.?? For example, a typical reaction to inflation 
might be the institution of price controls over essential supplies. If 
this extended to home-produced foodstuffs and not to the whole range 
of consumer goods, it would be likely to lead to black-markets in food, 
to urban food crises, and to rural resistance to official efforts at food 
procurement even if these were backed by legislation to enforce 
deliveries. Thus the whole basis for development through the 
harmonious expansion of urban and rural markets might disappear. It 
is striking how quickly this lesson has been learned by governments 
of underdeveloped countries and how many of them, tempted only 
a few years ago to promote development through ‘ planned ’ inflation, 
have adopted a more cautious and realistic attitude. 


IV 


This analysis emphasises the need to finance rising investment expen- 
diture by mobilising increased savings. The obvious difficulties are 
that, with low average incomes per head, there is no margin of income 
over expenditure on subsistence, and that attempts to increase savings, 
for example by taxation, would tend to be so restrictive of consumption 
that the incentive to invest might be impaired.** On the other hand, 


21 See E. M. Bernstein and I. G. Patel, ‘Inflation in relation to Economic 
Development ’, I.M.F., Staff Papers, Vol. I, 1951-52, pp. 363-98, and F. Pazos, 
‘Economic Development and Financial Stability’, I.M.F., Staff Papers, Vol. Ill. 
No. 2, October 1953, pp. 228-53. 

Pazos describes how since the war attempts to promote economic develop- 
ment by inflation in Chile have led to lower rates of capital formation and 
growth of national income than in Cuba, where development was financed 
through a spontaneous increase in savings (pp. 235-6). 

22 It is estimated that in South-east Asia two-thirds of the effective supply 
of money is in currency notes, while banks generally have very high reserve- 
to-liability ratios, so that a credit squeeze would hardly be effective. See 
U.N., Processes and Problems of Industrialisation in Underdeveloped Countries, 


MSS: 

23 But in 1951 improvements in administration in the Philippines secured an 
increase of tax revenue of 80 per cent., while leaving the burden of taxes at 
only 6 per cent. of the national income (Bernstein and Patel, op. cit., pp. 394-5). 
There was ‘no indication that production and investment were in any way 
hampered by the increase’. 
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in most underdeveloped countries there is greater inequality in the 
distribution of income than in the advanced countries, so that there 
is probably a smail section of the population in the top income-bracket 
capable of saving ; and it is by the highest income-groups that nearly 
all the saving of advanced economies has been accomplished.** Such 
data as are available show that the possibility of personal saving is 
limited to fewer than 5 per cent. of the income earners, as compared 
with nearer 10 per cent. in advanced countries. Moreover, the love 
of conspicuous spending in the potential savers is notorious, and it 
penetrates to the poorer classes through social customs like expensive 
ceremonial. Savings are also inhibited by the absence of efficient 
institutions for their collection, which is inevitable when a money 
economy has been slow to develop. The relative failure of the struggle 
of the rural co-operative movement against the village money-lender 
in many countries is simply the other side of the medal in this respect, 
reflecting the age-old tendency of the smallholder in backward countries 
to get deeply into debt. Anything that can be done to alter this is 
desirable ; once again, the attack has to begin at the institutional level 
with land reform playing an important part, and it may be aided by 
the growth of new wants, stirring the mass of the people out of the 
apathy which allows them to mortgage their day-to-day existence for 
an occasional feast. 

In face of the data, it is difficult to take an optimistic view ; yet 
one wonders whether the common opinion that the margin for savings 
is low is not over-coloured by the concept of money as the measuring- 
rod. In terms of potential real resources and effort, one feels that 
the margin is greater than is indicated by the cash valuation of existing 
output. Personal experience in India, admittedly in the inflationary 
years 1940-47 when an enormous mass of agrarian debt was wiped out, 
did not indicate that the fundamental trouble was the lack of money 
to finance new enterprise, but the shortage of enterprise itself—both 
of the innovational instincts and managerial skills, and of the basic 
knowledge of how to effect improvements in production. One recalls 
the story of the foundation of the great Tata steel firm in India before 
the first world war. Having failed to raise the capital required on 
the London capital market, Mr. J. N. Tata decided to try to get it in 
India, and succeeded within three weeks. Similar success attended 
the efforts of an able Hindu entrepreneur (Mr. Ishar Dass Sawhney) 
to set up the largest sugar-mill in Asia, at Mardan in West Pakistan. 
Between 1944 and 1949 he had to contend with rising costs, the 
resistance of vested interests, shortages of skill, specialised equipment 


24 Kuznets, ‘Economic Growth and Income Inequality’, op. cit., pp. 20 
et seq. 
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and finance, and heartbreaking delays, and finally with the partition 
of India which left him a refugee on the wrong side of the border. 
Yet so important to Pakistan was his knowledge and entrepreneurial 
ability, that even the effects of partition were overcome with the help 
of the new Government of Pakistan, and he eventually brought the new 
factory, with its ancillary industries, into production. 

This suggests further paths to explore ; first, is a deliberate widen- 
ing of the distribution of income likely to promote savings and 
encourage investment and enterprise, and, secondly, how are the 
entrepreneurs to be found and what rdle must the state play in 
promoting enterprise? 

As always, Professor Lewis’s analysis helps to focus the crucial 
issues.”* He sees the central difficulty as one of increasing the rate of 
savings, and the solution as one of redistributing income in favour of 
the saving class, whom he defines as those with the top 10 per cent. of 
incomes—a more optimistic estimate than that of Kuznets. He then 
tells us that ‘ the major source of savings is profits’, and profits should 
be concentrated in the hands of the ‘ industrial capitalists’ whose 
motivation is towards the enlargement of their sphere of influence in 
industrial management. Other types of capitalist he describes as worse 
than useless for this purpose: the landed proprietor, for example, is 
guilty of luxurious living and displays no propensity for creative invest- 
ment.”® All of these will benefit as development gets under way, and 
their gains must therefore be attacked by the tax-gatherer with punitive 
zeal to ensure that the gain allowed to accrue to the industrial capitalists 
is proportionately greater than the increase of gross national income. 
It is essential that true enterprise, which creates capital, should get its 
reward, and fiscal policy must be directed firmly to this end: the 
profits of this kind of enterprise must be encouraged, because they are 
the most fruitful source of new investment, and the men who make 
them are the innovators with the knowledge and will to go on creating 
the right kind of new capital. 

This brings us once more face to face with the dilemma posed by 
the conflict between the political conception of economic progress in 
the backward countries themselves, and the prescription for progress 
implicit in the models of economic theorists. The former presupposes 
a redistribution of income in favour of the mass of the people; the 

25* Economic Development with Unlimited Supplies of Labour’, op. cit., 
especially pp. 155 et seq. See also The Theory of Economic Growth, passim. 

26 In pre-Communist China, however, the ultimate goal of even the ‘ indus- 
trial capitalist’ was to become a landed proprietor, and there may be traces of 
this motivation in ‘western’ societies. But in both England and Scotland in 
the eighteenth century, in the period of very rapid economic growth, the part 


played by the landowning classes in stimulating improvements in every sphere 
of economic activity was most notable. 
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latter depends on a redistribution in favour of specially selected classes 
whose talent is to be rewarded through the incentives to exercise it. 
It may be argued that in the backward societies an unequal distribution 
of income is part of the way of life, and that the voter will readily 
acquiesce in a carefully manipulated financial and fiscal policy which 
puts rewards in the pockets of the men whose enterprise, initiative and 
skilled qualifications deserve it at the cost of other high income-groups 
whose luxurious living is notorious. But this involves a very sophisti- 
cated choice of policy by the voter,?” and a searching test of administra- 
tive acumen and of statesmanship for the policy-maker and politician. 

The priority given in our argument to the widening of the market, 
on the other hand, suggests the need for a redistribution of income in 
favour of the lower income-groups, to stimulate aggregate demand.”* 
It might be argued that if there is anything in the application of 
Duesenberry’s ‘demonstration-effect’ analysis to underdeveloped 
economies?® this will reduce the marginal propensity to save and retard 
the process of capital formation ; it makes the mobilisation of savings 
more difficult except possibly through credit creation, and this is not 
easy for institutional reasons and carries inflationary risks. The 
dilemma is between encouraging capital formation without a rise in 
real wages, and providing effective demand for increased output by 
allowing real wages to rise. The inducement to invest depends so 
much on the increase of consumption, and the accumulation of savings 
(in the financial sense) depends so little on the lower income-groups, 
that it may be possible to get a widening of consumption and increased 
investment almost simultaneously, with only a moderate degree of 
inflation and marginal external capital assistance primarily to insure 
the balance of payments against the rising bill for imports. If the 
increase in investment does not quickly result in increased output, 
the inflation will get out of hand. If the redistribution of income 
within the highest income-group is not carefully manipulated, the same 
result will follow, and the supply of enterprise will be discouraged. 
And if the redistribution in favour of the lower income-groups goes 
too far, aggregate consumption will increase at the cost of finance for 
the increase in investment which the new level of consumption should 
stimulate. This suggests that there is indeed an optimal pattern of 

7 In countries where big landowners can ally themselves with the Communist 
Party because of dissatisfaction with the policy of land reform, as happened 


in the Andhra elections in South India in 1955, democratic privilege can 
produce queer results. The political stresses of a subtly selective fiscal policy 
are obvious. 

28 There may be something to be said for this on balance-of-payments 
grounds also, since the higher income-groups tend to have a high marginal 
igh ok Os import consumption-goods. 

2° See Nurkse, op. cit., pp. 58 et seq., and Bruton, op. cit., pp. 329-30. 
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income distribution for the promotion of economic growth in under- 
developed countries, but that it will be very hard to identify in different 
situations and even harder to put into practice. 

Hitherto there has been little empirical investigation of these 
matters, but, in a recent paper, Mr. A. Sturmthal has made a careful 
analysis of the relationship between income distribution and capital 
formation in a period of rapid development in Mexico (1940-50).°° 
Using data originally assembled for the International Bank’s Working 
Party Report on Mexico, he shows how the share of wages and salaries 
in the net domestic product fell from 29-1 per cent. in 1940 to 21-5 
per cent. in 1946 and 23-8 per cent. in 1950, while the share of profits 
rose from 28-6 per cent. to 45-1 per cent. and 41-4 per cent. During 
this period output per head was growing at the rate of 4-5 per cent. 
a year, in the face of population growth of 2-5 per cent. a year. 
Average real wages, however, rose by barely 10-12 per cent. in the 
decade; and examination of the data for real wages in separate 
occupations showed in almost every case a marked fall of from 27 
per cent. in a sample of thirty-five industries to 46 per cent. in the 
case of the agricultural minimum wage. Sturmthal explains this 
apparent statistical inconsistency on the grounds that, with economic 
development occurring, there was a steady movement of wage-earners 
from the lowest wage-categories, in which the largest numbers would 
be found in 1940, to higher wage-categories in new occupations in 
1950. The alteration in the relative numbers in different occupations 
made it possible for the weighted average real wage to rise while in 
most observed individual wage-categories the real wage was falling. 
Meanwhile state welfare services were improving, providing free goods 
to the lowest wage-categories, so that it is hard to say whether the fall 
in real wages in particular groups involved a cut in the standard of 
living. 

Capital formation was fostered both by the increase in profits, 
which Sturmthal particularly associates witn the fuller utilisation of 
previously underemployed capital resources, and by the effect of 
inflation and price increases which kept the growth of aggregate con- 
sumption below the increase in total output. Yet he finds no correlation 
between savings and profits, such as Lewis’s analysis suggests. In 1946, 
savings were below the level of 1940, while profits were well up ; but 
while profits fell from 45-1 per cent. of net domestic product in 1946 
to 41-4 per cent. in 1950, savings rose from 8-6 per cent. of gross 
national product to 15-1 per cent. 

One must agree with Sturmthal that ‘no definite conclusion can 
be drawn as to the efficiency of an uneven personal income distribution 


30 See footnote 15. 
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in a country like Mexico for capital formation’ (p. 195). But one 
can see from his discussion of the movement of many wage-earners 
from lower-paid jobs into higher wage-aggregate categories how a cut 
in the share of labour might prove to be tolerable in a developing 
country. To some extent this answers the observation by Kuznets that, 
whereas in the early stages of growth in the advanced countries the 
greater inequality of income distribution was compensated by the 
hope of rapid transition to higher incomes, this hope has been absent 
in underdeveloped countries.*! But it still does not answer the question 
he poses as crucial: ‘Can the political framework of the under- 
developed societies withstand the strain which further income 
inequality is likely to generate?’ The current trend of policy in India, 
favouring a marked lessening of inequality in distribution as an integral 
part of a plan to double the current rate of investment, hints that the 
question may be made irrelevant by the refusal of underdeveloped 
countries to follow the historical example of the early growth of 
advanced economies. But this merely poses an equally crucial ques- 
tion : if the incentives of income differentials are deliberately impaired, 
will the processes of economic growth survive in a free society ? Will 
an egalitarian policy retard the growth of enterprise ? 


Vv 


In economic literature, after a generation of doubts about the 
increase of monopoly power and anxieties about business fluctuations, 
the shift of emphasis towards the discussion of problems of growth 
has brought back into prominence the need for men with the Schumpe- 
terian attributes both in private and in state enterprise. Unfortunately, 
the number of such personalities in backward societies is low, domin- 
ated as they are by ‘ landlords, traders, moneylenders, priests, soldiers 
and princes ’.°* The old-fashioned way of getting over this scarcity 
was to import the entrepreneurs, but this is no longer as easy as it was : 
nor does it solve the vital institutional half of the whole problem of 
development. If we recall the caste structure of Hindu society, in 
which the traditional Brahmin leadership is intellectual and conserva- 
tive and unlikely to prove adaptable to the economic transformation 
of society as a whole, or the self-effacing Buddhist tradition, deprecat- 
ing individualism and worldly desire, or the egalitarian message of 
Islam, we must wonder how this difficulty is to be solved. Lewis is 
surprisingly (though one hopes rightly) optimistic that, with the 
widening of the market begun, new opportunities will quickly produce 


3} Kuznets. ‘Economic Growth and Income Inequality’, op. cit., pp. 23-5. 
52 Lewis, The Theory of Economic Growth, pp. 236-7. 
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an indigenous class of private capitalist which will soon multiply. 
Professor Gerschenkron seems to agree: ‘Once an existing social 
situation breaks up there is a very great increase in opportunities for 
economic development. People then take up entrepreneurial activities 
in large numbers.’** Even Professor Frankel has commented that the 
speed with which backward peoples could adapt themselves to entre- 
preneurship would prove surprising—though we might have to wait 
a generation before the development was significant.** Allowing for 
the fact that Frankel was thinking in terms of the relatively very 
backward African, this might almost be regarded as support for the 
optimism of Lewis. Mr. Bauer’s West African Trade might also be 
cited in evidence. In any case, it might be argued that the réle of 
the entrepreneur in the underdeveloped country is not properly innova- 
tional in the Schumpeterian sense, because he is not promoting original 
technical changes but adapting the known techniques of established 
production in advanced countries. The imitative skill of the Indian 
craftsman is well known ; and the growth of the Indian cotton manu- 
facturing industry is often quoted, because it was based on imitation of 
the Bengal jute-mills, established earlier by Scottish enterprise and 
under Scottish management. 

This admittedly optimistic view rests on the hypothesis that the 
initial widening of the market has begun. To achieve this, Lewis rests 
his hopes on the emergence of a class of ‘state capitalists, who for 
political reasons . . . are determined to create capital on public 
account ’.*® A glance at the annual reports on the Colombo Plan will 
confirm that it is certainly on state enterprise that the initiation of the 
most vitally-needed capital-creating projects must depend. Even in 
industrial investment, the réle of the state at present is often dominant. 
Out of eight countries in South-east Asia, for example, between 1950 
and 1954 only in India did private investment exceed state investment 
in industry.** The history of Japan is the standard evidence for this 
pattern of development. The decision to modernise and industrialise 
was taken as a matter of state policy, and the Samurai, originally the 
warrior caste, were transformed into the new business and administra- 
tive leaders.*”7 On the institutional side, the feudal structure of the 


33 U.N.E.S.C.O., International Social Science Bulletin, Vol. V1, No. 2, 1954, 
yy PAL 

34 Tbid. . aC ' 5 ; 

35*Economic Development with Unlimited Supplies of Labour’, op. cit., 
p. 160. MALS : 

36U.N., Processes and Problems of Industrialisation in Underdeveloped 
Countries, pp. 70-1. 

37 W. W. Lockwood: The Economic_Development of Japan (1955), pp. $4 
et seq. See also G. C. Allen and A. G. Donnithorne, Western Enterprise in 
Far Eastern Economic Development (1954), p. 186. 
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nation was harnessed to the programme of expanded production, with 
the royal family as the rallying point to provide incentives. On the 
fiscal side, the growth of state capitalism involved inflation, and to 
finance investment and expand savings agriculture was very severely 
taxed. When the new industries were handed over to private enter- 
prise the terms of purchase were very easy, while the state created 
special financial institutions to encourage the flow of savings into 
appropriate investment channels. 

This historical pattern clearly underlies many of the theoretical 
ideas now so popular in economic literature. But there is no guarantee 
that its efficiency can be repeated, nor that the governments of under- 
developed countries will want to repeat it—including its fiscal 
subtleties. We have already referred to the impact on their attitudes 
of ideas imported from ‘western’ economic and political thought. 
The instrument of nationalisation, for example, is quite likely to be 
used without discrimination, sometimes even without compensation, 
and this is quite enough to inhibit the secondary growth of the private 
capitalist sector on which so many economists rely. As time goes on, 
the élite who enter the state planning departments may grow less 
willing to let the private sector go free and to hand state industries 
over to private control, which—not without reason—they have been 
taught to identify with the dangers of monopoly power. In India, 
there is growing evidence of this trend in policy, and it is by no means 
inconsistent with the advice of many leading Indian economists— 
though the abolition of price-controls on food some years ago had 
remarkable disinflationary consequences ! Taking the underdeveloped 
countries as a whole, however, one feels that a wholly-understandable 
zeal for economic planning can easily become misplaced, if it bases a 
complex system of direct controls on inadequate information. Most 
of these countries are still too short of statistical data and of trained 
administrators to justify full-scale planning. Yet without state enter- 
prise and control of the economy it is impossible to envisage economic 
development beginning. 


VI 


How hopeful can we be that the right kind of men will be found 
for these specialised and difficult administrative tasks ? Government 
service has high prestige in most underdeveloped countries and is quite 
likely to attract the best men. But they are unlikely to be offered 
adequate official remuneration—especially if an egalitarian policy for 
the distribution of income is enforced ; consequently their efficiency 
tends to become corrupted by peculation and the other temptations of 
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the exercise of power, or they tend soon to leave their jobs. A great 
deal may depend on the possibility of a kind of spiritual or ideological 
revival, a thing that seems to come to many backward people at a 
certain stage in the exercise of new political responsibilities (if this is 
not frustrated). At its crudest, this takes an undesirable form of 
nationalism, and may have evil repercussions on the country’s external 
relations. But even a spisit of nationalist pride can make good many 
administrative deficiencies by providing a new source of zeal and 
urgency of purpose, a willingness to make definite decisions, where a 
foreign overlord might either have shown reluctance to act or acted 
inconsistently with the trend of local feeling. To some extent, at least, 
this new enthusiasm for self-help has been demonstrated in both India 
and Pakistan since 1947, though it is in danger of losing some of its 
early impetus. But what Arthur Koestler would probably call ‘ the 
lure of Capua’ is an ever-present danger. One of its forms is the 
desire of administrators to get themselves posted to provincial or state 
headquarters, where there are more cinemas and club life and similar 
attractions. Consequently rural administration is weakened by the 
departure of the best men. Yet it is at the district-officer level and 
in the villages, even more than in the government planning depart- 
ments, that the need for energetic leadership is most acute ; for it is 
in the rural areas that the new wants are to be organised and the new 
techniques introduced—the demand for tube-wells, for consolidation 
of holdings, for improved seeds, fertilisers and so on. 

This is why experiments in Community Development are so 
important to the future of the underdeveloped countries. Pilot schemes 
in India have already produced big increases in village output within 
two or three years, but the real test will come when the area covered 
by the schemes is enlarged, and the crux of the matter is whether 
enough men of the right sort can be found to act as village leaders. 
British experience in India does not confirm that such experiments 
are likely to have permanent results. There were many similar attempts 
at rural reconstruction under British rule, inspired by men like Sir 
Malcolm Darling or the late F. L. Brayne, whose enthusiasm, 
knowledge and energy cannot easily be bettered even under self- 
government. Many of them had temporary success, but this was sooner 
or later submerged by the inert weight of local prejudice and ancient 
tradition. The two keys to improvement on past performance are, first, 
the hope that the political awakening in many underdeveloped 
countries will soon begin to break down the old social and cultural 
barriers, and, secondly, the superior techniques which science can now 
place at the disposal of the experimenters—not least among these are 
better methods of mass education. On the first, the evidence so far is 
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indecisive. In Pakistan, for example, the movement for political 
independence has speeded up the emancipation of educated women, 
with important economic and social consequences ; but at the same 
time political stability has been threatened by the new force with 
which certain provincial and constitutional dissensions are now 
expressed. In India, the comparative failure of the Congress Party 
to adjust itself to the exercise of responsibility has left the country 
still uncertain whether its leadership is aiming at a socialist economic 
system or at economic development through private enterprise. On 
the question of techniques, the outlook is more hopeful, though too 
little attention has been given, in the organisation of research and 
teaching, to the adaptation of modern technical knowledge to local 
conditions. There is a strong case for the adjustment of standards 
and methods through local training schemes to secure a relatively 
large number of ‘ semi-experts’, whose knowledge is adapted to their 
environment, rather than a relatively small number of foreign-trained 
experts with high but capital-expensive standards of knowledge. Yet 
the much-maligned, puny-seeming programmes for foreign technical 
assistance are probably more important to the future of backward 
peoples than the enlargement of direct foreign investment. ‘Know-how’ 
is the one factor of production which is not subject to the law of 
diminishing returns. 

This discussion has led away from the abstract concepts of econo- 
mic theory back to the fundamental issue: ‘Who are the men who 
will do this or that?’ The most important condition of progress in 
underdeveloped countries is the need to find the right men with the 
right ideas and to get them into the right places. Whether it is 
foremen for new machine-shops, or industrialists to plan new indus- 
tries, or village instructors for multi-purpose rural-development projects 
with a flair for community drama as well as civil engineering and 
agriculture, or scientists in research laboratories applying modern 
techniques to local conditions, or economists advising on fiscal policy 
or just ferreting out the fundamental economic data, the task is the 
same: to find men with the relevant talent and the will to use it, and 
at all costs to avoid the wastage of talent that follows from lack of 
opportunity, or frustration, or social maladjustment, or distortion of 
the economic system through inflation. The task of finding the talent 
is probably much less hopeless than the western world tends to believe : 
the task of avoiding its wastage is the primary challenge to the govern- 
ments of underdeveloped countries, in which wastage and frustration 
are as commonplace as poverty itself. 


T. A. F. NoBLE 
Aberdeen 


LORD LAUDERDALE AND HIS ‘ INQUIRY’ 


I 


THIs article is in the nature of an appeal for recognition of a Scotsman 
who was both a considerable economist and a remarkable character. 
He embodied in his career not only the characteristic Scottish attributes 
of industry and intelligence but also the equally characteristic Scottish 
tendencies towards eccentricity, irascibility, illogicality and courageous 
action. In an age of economists in hard collars and dark suits, busily 
pursuing Elysium with portfolios of papers and great skill in qualifica- 
tion, Lauderdale shines, even at this distance, with refreshing directness. 

Yet he has gained scant attention until recently. Prior to Professor 
Fetter’s article in the American Economic Review of 1945, and the 
consequent encomium by Professor Hansen in his Business Cycles and 
National Income, Lauderdale was lucky to be called merely eccentric. 
The Dictionary of National Biography refers to him as one ‘ who wrote 
much on economic subjects’. Professor Gray makes him a target of 
his wit (a wit which Lauderdale would have enjoyed): ‘ These critics 
(including Lauderdale) are however rather to be regarded as interesting 
and curious, if not indeed eccentric.” Another observer noted that he 
was ‘a violent tempered, shrewd, eccentric man with a fluent tongue, 
a broad Scottish accent and a taste for political economy’. Philo 
Scotus classed him as ‘a most conspicuous and ardent supporter of 
citizenship and republicanism ’.?, More modern critics tend to be less 
severe. Professor Fetter refers to Lauderdale’s ‘intellectual vigour, 
originality and acuteness ’.* 

The result of these conflicting views is to leave some doubt in the 
mind of the reader. The traditional impression of a dilettante peer 
with the leisure to indulge a penchant for intellectual discussion and 
acrimonious debate becomes blurred and unsatisfactory. Paradox 
demands investigation, and the paradox of Lauderdale seems especially 
to invite interest even if it resists simple explanation. 

James Maitland, who became, through the death of his elder 
brother, 8th Earl of Lauderdale, grew up in the same way as most 
of his aristocratic Lowland contemporaries. His position granted 
him ease, but encouraged him in intellectual pursuits, and at least 
two aspects of his education were to have far-reaching results for his 


1 Sir Alexander Gray, Development of Economic Doctrine (1942), p. 192. 

2 Philo Scotus, Reminiscences of a Scottish Gentleman (1861). ! ; 

3F. A. Fetter, ‘Lauderdale’s Oversaving Theory’, American Economic 
Review, Vol. XXXV, 1945. 
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career. The primary fact of his education was that it was Scottish : * 
he went to the High School and the University in Edinburgh, had a 
short and unsatisfactory term at Oxford, and returned to Glasgow 
University to graduate finally in 1776. At this period the influence of 
the English public school had not had its distorting effect on the 
Scottish aristocracy and at the end of his studies Lauderdale was not, 
in any fundamental sense, different from his contemporaries who lacked 
his background. In this connection it is interesting to quote from a 
letter written to Lauderdale’s father by Professor Millar of Glasgow 
on the subject of the boy’s future.° The letter is dated 16th May 
1777 and includes the following remarks: ‘I would advise him to 
apply himself to the Scotch Bar, as a line in which he would certainly 
be distinguished. Besides a very good understanding and a turn for 
observation, he has so far as I can learn from his companions, talents 
for public speaking a good deal above what are common—and these 
two things joined to a very considerable share of ambition, can hardly 
fail to render him successful.’ So far so good, but then the professor 
advises that his Scotch tongue be refined if it is intended that he make 
his career in England. The pernicious aping of London had begun. 
Luckily, by all accounts, Lauderdale’s diction remained stoutly Doric 
to the day of his death. 

The second main consequence of the young man’s education 
stemmed from his association with Andrew Dalzel, later to occupy the 
Chair of Greek at Edinburgh University. Dalzel acted as his tutor 
throughout his early education, and the pair lived together in Edin- 
burgh and travelled modishly abroad in the manner of Adam Smith 
and the Duke of Buccleuch. We know little of the consequences of 
Adam Smith’s influence on Buccleuch, but the later history of Dalzel 
affords insight into his effect on Lauderdale. He was one of the few 
Scottish Whigs who openly asserted their principles in the dangerous 
days of the French Revolution, when even to hint at liberalism was 
to invite destruction by the Tory political machine which, under Henry 
Dundas, controlled Scotland as ruthlessly and effectively as Boss 
Tweed and Big Bill Thompson ruled their satrapies in another land 
and a later age. Dalzel combined quiet scholasticism with a talent 
as an ‘exciter of boys’ minds ’*; he was a patient stimulator rather 
than a hard driver, and was in short an excellent trainer for a fiery 
and unpredictable colt. Throughout most of Lauderdale’s active 


‘The relevant dates are: born 1759, died 1839; Oxford 1774: Glasgow 
1774-76 ; Lincoln’s Inn 1777; the Faculty of Advocates 1780. 

* For this and other illuminating details I am indebted to the Dowager 
Countess of Lauderdale, who kindly made them available to me. 

°H. Cockburn, Memorials of this Time (1856), p. 19. 
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political life his one consistency was a liberal attitude, and for this 
Dalzel must receive most of the praise. 

Following a period in Lincoln’s Inn, Lauderdale was admitted to 
membership of the Faculty of Advocates in Edinburgh in 1780. Then, 
through a pocket borough in Cornwall, he plunged into a political 
career which must be hard to match for romantic incident, persistent 
support of unpopular causes and sheer eccentricities. Professor Smart, 
in his Annals, found it necessary to record Lauderdale’s doings in no 
less than forty-two references covering a multitude of matters as hetero- 
geneous as gaslight, chimney sweeps, child labour, frame breaking, 
cruelty to animals, Exchequer Bills, Corn Laws, cash payments, 
tenants’ capital, the horse tax, etc. In nearly all of these matters 
Lauderdale opposed the majority and took a stand which would now 
be applauded. In addition, he opposed the American War as ‘no 
less inimical to the interests of Great Britain than America’, he 
supported the East India Bill as ‘ justified on every principle on which 
it has been attacked ’, he was one of the managers of the impeachment 
of Warren Hastings, and, with Fox as his second, he fought a duel 
with Benedict Arnold in defence of free speech. 

In 1790, following his father’s death, he became a Representative 
Peer for Scotland and continued his stormy career in the Lords. A 
visit to France in 1792 convinced him of the rightness of the revolution- 
ary principles, and he returned to fight against the war and all the 
repressive measures associated with it—at least once arrayed in the 
costume of the Jacobins, it is said. The result of this activity was his 
failure to be re-elected in 1796, and, despite every effort to shed his 
peerage and return to the Commons, he remained outside Parliament 
until the brief Whig régime of 1806-7, which made him a peer of 
Great Britain, offered him the Governor-Generalship of India (not 
accepted because of the unanimous opposition of the directors of 
the Company), and sent him to France on an abortive peace mission. 
From 1807 to 1820 he remained in opposition and led the Whig Party 
in Scotland. Then, in 1820, as if determined to crown an eccentric 
career with a final inexplicable act, he became a violent supporter of 
George IV in his feud with Queen Caroline, joined the Tory Party, 
received the accolade of the Thistle, and retired to his estates to take 
up farming. For the rest he had married, in 1782, a Miss Todd, 
daughter of the Postmaster General, and considerably recouped the 
family fortune’ as well as fathering a family of four sons and five 
daughters. It is said that he was an active and forward-looking 


7 There exists at Thirlestane Castle a correspondence over the lady’s dowry 
which illuminates the cynically monetary approach of the times to marriage. 
But the sum involved, £30,000, must have been worth some haggling. 
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farmer and a good father; he remained to the end eccentric. His 
portrait reveals a dark, quizzical face surmounted by an unruly shock 
of dark hair. Humour lurks about his generous mouth and dark 
eyes as he looks across the main staircase of Thirlestane at the heavy 
and arrogant face of his ancestor, the Duke of Lauderdale. The only 
common feature of the two men is shrewdness. 

Out of this maelstrom of activity emerged a considerable quantity 
of writing, the most important item of which is Lauderdale’s only 
book, An Inquiry into the Nature and Origin of the Public Wealth and 
into the Means and Causes of its Increase, published in Edinburgh in 
1804, and the fruit of enforced political idleness. There is in addition 
much pamphlet literature, associated chiefly with the great currency 
debate and stemming from the basic views expressed in the Inquiry. 
The object of this article is to examine the book itself rather than 
the rest. 


II 


In the English-speaking world of economics most emphasis has 
been placed on Lauderdale’s opposition to the doctrine of thrift 
expounded by Adam Smith which eventually became the cornerstone 
of Victorian economic thinking. In this connection Lauderdale has 
been lately distinguished as the ancestor of the over-saving theory 
with all its importance for business cycle and stagnation analysis. This 
aspect of his work has been sufficiently criticised by Professor Fetter. 
The analysis hinged on a palpably false dichotomy between public 
and private wealth, and landed Lauderdale in the indefensible position 
of arguing that any increase in private wealth must be at the expense 
of public wealth, and hence deleterious, while the converse must be 
beneficial. This confusion is insupportable. but it has unfortunately 
tended to obscure the rest of the contents of the Inquiry, which has 
been largely overlooked although very much more important: ‘In 
rejecting his thesis against saving, they (his contemporaries) at the 
same time rejected or ignored other parts of his work more worthy of 
attention.”*> Some attempt will therefore be made to describe and 
evaluate the neglected contributions. 

In the course of atteinpting to establish his anti-saving conclusion 
Lauderdale was compelled to consider the theory of value; here he 
made his clearest and most fundamental contribution. In language 
much simpler than that of most traditional text-books the neo-classical 
analysis of value is laid out, three-quarters of a century before it was 
to become either acceptable or widely known. He opposes bluntly 


§ Fetter, op. cit., p. 282. 
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a cost of production theory and can claim to be the first English- 
speaking economist to place emphasis on the basic principle of scarcity 
and hence on the importance of demand analysis. Lauderdale denies 
the novelty of his views and not surprisingly quotes Law as an impor- 
tant predecessor—perhaps Law was a greater influence on him when 
it came to matters of policy with regard to demand *—but surely the 
theory of relative value had never been explained as comprehensively. 
The object of this approach was to undermine the labour theory of 
value and make it abundantly plain at the outset that Adam Smith 
was his opponent. For undoubtedly there was a strong political 
flavour to Lauderdale’s economics. Pitt had become the pupil of 
Adam Smith, and it was on a Smithian theoretical basis that much of 
Pitt’s domestic financial policy, particularly the Sinking Fund Scheme, 
rested. This by itself would have been enough to fire a Whig as 
inflammable as Lauderdale with a dislike of the author of The Wealth 
of Nations, but there was also the fact that Smith had been a placeman 
of the Tory Party and a friend of Dundas. In combination these facts 
made it inevitable that much of Lauderdale’s book, directly aimed at 
the current financial policy, should constitute an attack on the ultimate 
origin of the policy: whether Smith would have endorsed the policy 
is beside the point. We shall have cause later to refer to the long-run 
effects of Lauderdale’s irascibility and personal animosity to all who 
disagreed with him or, worse still, criticised him. 

In Chapter III of the Inquiry Lauderdale moves into the field of 
the factors of production and, with his usual pertinacity and skill, 
attacks the contemporary views on ‘the sources of wealth’. After a 
preliminary skirmish with the Physiocrats’ opinion on the uniqueness 
of land, he proceeds familiarly to attack Smith, primarily for the 
confusing variety of his explanations. As regards land, Lauderdale 
took the eminently commonsense view that all the benefits of land 
must be regarded as sources of wealth. Over labour the classic 
difficulty of Adam Smith between productive and unproductive labour 
was avoided by definition: no difficulty emerged here because, like 
Say, Lauderdale had never been restricted by a definition of economic 
goods which demanded the word ‘ material’. But his major contribu- 
tion to the topic of the factors of production concerns capital. ‘In 
England Lauderdale was the first major writer to set up capital as a 
distinct factor.*° This in itself would be a claim to recognition by 
posterity and can be well substantiated. One quotation serves to bring 
out Lauderdale’s conception of factor pricing and also his view of 


91 can find no evidence that Lauderdale was acquainted with Law’s work, 


but it seems certain that he was. 
10 J. A. Schumpeter, History of Economic Analysis (1954), p. 560. 
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capital and its function: ‘That the profit of stock employed in 
machinery is paid out of a fund that would otherwise be destined 
to pay the wages of labour is evident ; because if the proprietors of 
all the capital so employed, would combine to charge a greater sum 
for the use of the machines than the wages of labour supplanted, they 
would be instantly set aside, and the same portion of the revenue of 
the nation again employed in the payment of wages that was so directed 
before the machines were invented.’'! This involves the peculiarity 
of capital ‘supplanting’ labour, but, despite this, provides a good 
start to the problems of the function of capital and its relationship to 
labour. We have the germ of the principle of substitution based on 
varying elasticity, and a straightforward approach to factor price on 
the basis of productivity. On the grounds of simplicity and unification 
this is much superior to Adam Smith’s version and must be the basis 
of Lauderdale’s claim to original contribution. It deserves, therefore, 
close study, when we are trying to evaluate Lauderdale’s achievement. 
First, there were certain assumptions, underlying the whole argu- 
ment of the Inquiry, which Lauderdale himself was not always careful 
to emphasise. This was at least one of the reasons why his work 
was more roughly handled than it might have been. For instance he 
assumes the existence of unused resources in society, which makes his 
whole approach different from that of Adam Smith. Secondly, Lauder- 
dale believed that the demand for capital is derived from consumer 
demand and limited by the state of technique. Thus, at the stage 
of definition there appear two of the themes which were to run through 
all the subsequent variations: the fundamental importance of consumer 
demand and the concentration on the stock view of capital. As regards 
the latter, Lauderdale was certainly confused in his own mind on the 
physical-stock aspect of capital and the fund aspect. The latter he 
virtually ignored, and concentrated almost wholly on the stock of 
physical aids to production. From this comes logically his analysis 
of the two functions of capital, the supplanting of labour and the 
performance of work impossible to labour. In other words, from the 
outset the whole emphasis is placed on the physical productivity of 
capital. This view is basically opposed to Smith’s contention that 
industry is limited by capital’? and that the latter can be increased 
only by ‘parsimony’, in short that there is no limit to capital 
accumulation and consequent benefit. In Lauderdale’s own words 
‘the accumulation of capital must at all times have its bounds’! set 
1 Inquiry, p. 167. 

; 12 The Wealth of Nations (McCulloch’s edition), Book IV, Ch. 2, p. 200. 
The industry of society can augment only in proportion as its capital 


augments.’ 
13 Inquiry, p. 265. 
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by the state of demand for consumer goods and the circumstances 
of technology: ‘A country cannot be benefited by possession of a 
greater portion of capital than can be employed in performing and 
supplanting labour in the production and formation of those things 
for which there exists a demand.’ Lauderdale emphasises, almost 
to the point of nausea, the importance of the physical productivity of 
capital, and he also avers that the value of capital is therefore due 
to the value of the services it performs. He opposed the Smithian 
distinction between fixed and circulating capital because both types 
fulfil his functions of supplanting and performing its own unique type 
of labour.’® 

But Lauderdale’s main object here was not simply that of definition. 
He was primarily interested in two things: first, to destroy Smith’s 
view of capital, and, secondly, to replace it with an analysis which 
included what he regarded as the supreme index of economic activity, 
the level of demand. To achieve these twin purposes he employs his 
view of public and private wealth. He avers that there is more than 
one way of accumulating capital: the Smithian method of parsimonious 
saving out of current income and also the increasing of productivity. 
For Lauderdale, the latter of these methods increases public wealth 
at all times, while the former may or may not do so. He maintains 
that increased saving will result in a transfer of resources from consu- 
mer to capital goods, which in itself does not fulfil his requirements 
for an increase in public wealth, and may, if carried to excess, distort 
the pattern of demand and supply.*® 

To judge this analysis fairly, one must recall some of Lauderdale’s 
assumptions. First, he assumed capital to be equated with capital 
goods and he therefore completely ignores the need for constant 
accumulation to replace capital as a whole. Secondly, he appears 
to assume that consumer demand is fixed in the short run, and this 
enables him to overstress his distortion argument. If transfer of 
resources from consumer-good to capital-good industries is accom- 
panied by a change in demand elasticities, much of his criticism fails. 
Thirdly, for Lauderdale, an increase in capital was a multiplication 
of existing instruments; technical change lay outside his scheme 
and was not a function of capital accumulation itself. Finally, he 
assumed unused resources ; and only without this assumption does his 
contention that capital accumulation must cause a fall in consumption 
make sense. 


14 Ibid., p. 203. 
15 Thid.. p. 203. 
16 Thid.. pp. 227-8. 
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However, despite these serious objections, much that is valuable 
remains. Lauderdale appears to have been aware (though not expli- 
citly) that it was over-saving and not all saving that was the enemy. 
Even Brougham, his savage critic in the Edinburgh Review, points 
this out.!’_ It was Lauderdale’s overwhelming concentration on ade- 
quate demand that caused his blindness and his exaggeration. And 
out of this very argument comes one of his main claims to recognition. 
Adam Smith’s assumption of full employment of resources led logically 
to the competition for resources between capital accumulation and 
consumption, and so to his unequivocal defence of thrift. Lauderdale’s 
assumption of unused resources produced a great shift of emphasis 
towards productivity. Had Ricardo compromised on this issue, or 
at least had he envisaged a state of affairs other than full employment, 
how differently might the development of economic theory have 
proceeded. 

From here we proceed to the analysis of demand which was the 
hinge of Lauderdale’s system. He describes how resources are allocated 
entirely by the force of demand operating through the price mechanism, 
and suggests that equilibrium is reached when the enjoyment of all 
goods is the same. It is interesting to note that this involves full 
employment of resources, which means a shift of ground from his 
analysis of production. But there is further emphasis on the power 
of demand in his denial that a government can affect the situation by 
any control of production which does not square with the demand 
pattern.’* In short, demand controls production in a free economy 
and is the only channel of control in a managed economy. 

But there are more than additions to fundamental analysis here. 
The rest of Chapter V and what constitutes the peroration—only a 
term of this kind can express the quality of what is the climax of a 
virile plea—is devoted to the significance for demand of the distribution 
of income. The effectiveness of demand is stressed: ‘ Demand 
arises .. . from the desire of possessing being combined with the means 
of acquiring.”’® Lauderdale then links demand to the distribution of 
income in the following lucid terms: ‘It is the distribution of wealth 
which, determining the nature of demand, regulates the direction of 
labour and distributes it in such a manner as to cause a variety in the 
production of industry, conformable to the wants and desires to which 
the habits created by the power of enjoyment give birth.”2° From 
this we are led, through a modern-sounding discussion of the relation 


17 Lord Brougham, op. cit., Vol. IV, p. 344. 
18 Inquiry, p. 307. 

19 Tbid., p. 315. 

20 Tbid., p. 342. 
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between the distribution of income and economic progress, to the 
relevance of the contention for international trade. Interesting com- 
parisons are drawn between the commercial benefits open to all of 
a free United States and the unsatisfactory state of the West Indian 
slavocracy, and between the differences in British and French economic 
objectives. Lauderdale used much of the evidence employed in the 
negotiations for the Anglo-French Commercial Treaty of 1786 to 
Suggest that France was devoted largely to luxury and Britain to 
the needs of ‘those with a competency’. Although much of this 
is exaggerated and oversimplified it contains two important contri- 
butions to economic thought. First, production is made to depend 
on effective demand, and this in its turn hinges on money expenditure, 
which is a function of the distribution of income. This is a coherent 
analysis of demand and represents the opposite approach to Say’s 
Law, so soon to become a keystone of classical economic thinking. 
Secondly, a dynamic element is introduced, albeit in a vague form, 
by which the distribution of income is linked to economic progress. 
These contributions must remain important despite the weaknesses 
of unscientific analysis and political prejudice. 


Il 


The final assessment of Lauderdale hinges to a large extent on the 
central problem of his lack of contemporary influence. Indeed, far 
from being influential in intellectual circles, he appears to have excited 
little interest in those who might have been expected to embrace much 
of his argument. He wrote at a time when educated interest in 
economics was perhaps greater than it has ever been since, at least 
until very recent times. The opponents of Adam Smith were certainly 
as numerous as his supporters, and until the publication of Ricardo’s 
Principles the field was very open. The complete victory of Ricardian 
economics has been ably explained by Mr. S. G. Checkland,”* and 
many of his arguments apply directly to the enigma of Lauderdale’s 
failure. In the first place, the great differences of opinion among 
economists, though now well known, were private at the time. Lauder- 
dale was not a member of the Political Economy Club, where these 
differences were largely discussed. This goes a long way to explain 
why his obvious ally, Malthus, paid him so little attention. In addition 
Lauderdale was anathema, as a person, to one of Malthus’s tempera- 
ment. Malthus gives Lauderdale one mention in his Principles,?” and 


21§ G. Checkland, ‘The Propagation of Ricardian Economics in England ’, 


Economica, 1949. ; ‘ 
22 The Works and Correspondence of David Ricardo, edited by P. Sraffa 


(1951-52), Vol. II, p. 13. 
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there are several mildly deprecatory references in his correspondence. 
All of these are concerned with Lauderdale’s exaggeration and over- 
simplification ; none considers the analysis involved. The fact of 
the matter was that Lauderdale was ‘a wild man’, wholly antagonistic 
in behaviour and temper to any of his contemporary economists. 

A second reason for Lauderdale’s lack of success was certainly 
the novelty and difficulty of his ideas. Essentially his view was 
dynamic rather than static. This involved much greater difficulty 
of understanding than the apparent simplicity of Ricardo. If it be 
argued that Ricardo himself was a difficult writer, much of his success 
in reaching a wide public was due to McCulloch’s genius for populari- 
sation.2> Moreover, Ricardianism went hand in hand with Philosophic 
Radicalism, and hence tended to be accepted by the large majority 
of the educated public as an essential part of a body of belief. Lauder- 
dale confined himself strictly to economics in a sense that would be 
understood now much more easily than it would then. Outside this 
field he was an eccentric lone wolf whose every action tended to make 
him unpopular. 

Thirdly, there is the undoubted effect of the slashing notice of the 
Inquiry written for the Edinburgh Review by Lord Brougham. This 
was a masterpiece of destructive criticism which, on a sound principle 
of advocacy, harped on Lauderdale’s great weakness, the over-saving 
theory. This served to obscure the solid merits of the Inquiry, and 
Lauderdale’s own reply to it, also published in the Edinburgh Review, 
was highly equivocal and unsatisfactory. 

The temper of Brougham’s review suggests that a further reason 
for Lauderdale’s lack of success was his own character and political 
attitude. For the /nquiry was not, for its author, a book of economic 
principles ; it was a tract with a political purpose designed to affect 
the policy of the day. Lauderdale wanted something done, and the 
intensity of his feelings ran away with him. His self-conscious feeling 
of isolation caused him to lash out against his opponents and also to 
turn cartwheels in order to gain attention. There seems to be a strong 
parallel here, in character at least, with Keynes; there are the same 
questing energy and the same understandable but dangerous tendency 
to tweak the noses of the respectable. Such people make too many 
enemies and confuse the public with pyrotechnics, thus failing to sell 
the product through errors in advertising. 

In his own country Lauderdale was to remain virtually unmentioned 
for almost.a century ; abroad his influence is admitted by Roscher, 


23 E. Halévy, The Growth of Philosophic Radicalism (1928), p. 342. 
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and he is quoted by Bouniatian * as his inspiration. But the story is 
short until very modern times, when Professors Fetter and Hansen 
have resuscitated him for different purposes. Professor Fetter recalled 
Lauderdale because it appeared to him extraordinary that, in an age 
of state control of income and expenditure on an unprecedented 
scale, the first great protagonist of such policies should be forgotten. 
Professor Hansen seems to go very much further and claim for Lauder- 
dale primacy in theoretical fields which might have surprised that 
worthy. That he did have a very elusive animal by the tail, an animal 
now called the consumption function, is true, but he was not in a 
position to see its shape or reduce it to definite proportions, if indeed 
that is even now a possibility. Much indeed of the vogue of Lauder- 
dale in an age of extensive government control seems to involve the 
historical error of fitting modern clothes to older circumstances. It 
was this situation which prompted the writer to examine Lauderdale’s 
neglected elementary analysis rather than his policy recommendations. 

But if the claims to make Lauderdale the founder of a system 
of economic thinking are laid aside, there still emerges a figure high 
up in the second rank of economic practitioners. Value, capital and 
interest were all topics to which he made contributions that were 
wholly original in British thought. But what is perhaps more impor- 
tant, and certainly more interesting than this, is his attitude—what 
Schumpeter called ‘his invigorating impulse’. He was essentially a 
product of late eighteenth-century Scotland, acute, individualistic and 
innately suspicious of ‘ accepted’ ideas. He was no placid worshipper 
at customary shrines, and if this led him into occasional grotesquery 
it also inspired him to expose fatuity and clarify obscurity in current 
belief. ‘Lauderdale stands in very sharp opposition to Ricardo, and 
his Inquiry was a trial of strength which makes us regret the fact that 
he foundered on the same rock which has deprived so many men of 
ability of success: lack of training.” Had Malthus possessed some 
of Lauderdale’s characteristics, his self-confidence, his combativeness 
and his flair for publicity, the history of economic thought might well 
have been changed.”® 

A. V. COLE 
St. Andrews 


24M. Bouniatian, Wirtschaftskrisen und Uberkapitalisation (1908), Vorwort, 

tile ; , 

‘ 25J. A. Schumpeter, Economic Doctrine and Method (English translation, 
1954), p. 72. : 

26 After I had completed this article my attention was drawn to an unpub- 
lished thesis by Mr. S. A. Meenai on ‘The Economics of Lord Lauderdale’. 
This thesis was submitted in 1950 to University College, London, whose 
library permitted me to see it. It includes an immense and useful bibliography. 
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Wuat precisely do the terms ‘wages’ and ‘salaries’ mean? Does 
the first include the second? If there is a distinction, what is it?; 
what are the criteria for making it?; and is it worth making? These 
questions are not infrequently asked; what follows is an attempt to 
contribute to their elucidation in the light particularly of official usage. 

A wage, according to The Shorter Oxford English Dictionary, is a 
‘ payment to a person for service rendered ; now especially the amount 
paid periodically for the labour or service of a workman or servant’. 
A salary is there defined as a ‘ fixed payment made periodically to a 
person as compensation for regular work ; now usually for non-manual 
or non-mechanical work’. Both salaries and wages include payment 
in kind as well as in cash, and their recipients must be employees, i.e. 
persons in employment under a contract of service. 

‘Wages’ appears to be used in two chief senses. It is, first, 
employed in the broad sense of reward for personal effort; it has 
this connotation in Romans, vi, 23: ‘The wages of sin is death.’ 
Leaving morals aside, wages in this wide sense refers, broadly speaking, 
to the financial reward of the factor of production Labour,” and 
includes salaries, emoluments and stipends as well as wages in its more 
restricted second meaning. This latter, as a first approximation that 
we are about to verify, relates only to the rewards of manual labour. 
Economists have tended to use the term in its first ‘ all-embracing ’ 
sense, though, as Professor Dickinson has pointed out, ‘ economic 
writings on “wage” matters bristle with other usages’.* Going 
back to Adam Smith, most economists have been led to define 
wages as any and all incomes derived from personal services, apart 
from saving and risk-bearing ;* they have not, therefore, found it 
necessary to define the term in contradistinction to salaries, or to 
treat the latter as a separate entity. 


1] wish to thank Professors A. K. Cairncross and A. D. Campbell, Mr. 

D. J. Robertson and Dr. B. Wootton for much valuable help received in 
connection with this paper. Assistance from the Central Statistical Office is 
also gratefully acknowledged. 
_ ?The fact that wages and salaries may contain an element of non-labour 
income and that, similarly, a proportion of labour income is received by 
persons outside the wage and salary categories, e.g. working proprietors, need 
not be examined in our particular context. 


5 Z. C. Dickinson, Collective Wage Determination (1941), p. 11. 
4 Ibid., pp. 11-12. 
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What light does official usage throw on all this? There is in fact 
no one uniformly-accepted definition clearly differentiating the two 
categories. 

Wages Councils Legislation. For the purposes of the Wages Coun- 
cils Act of 1945 a ‘worker’ is specifically described as ‘ any person 
who has entered into or works under a contract with an employer, 
whether the contract be for manual labour, clerical work or otherwise ’.° 
In other words, the Act is an illustration of wages being used officially 
in its wide ‘all-embracing’ sense, and salaries are in practice dealt 
with by quite a number of the Councils. Wages Councils in the retail 
trade, for instance, fix the pay of clerks and cashiers ; the Hairdressing 
Undertaking Wages Council lays down rates for managers and 
manageresses, receptionists and manicurists, while the Wages Boards 
set up under the Catering Wages Act of 1943 again deal inter alia 
with occupations such as canteen supervisors and chefs de cuisine.® 
It is of course true that the majority of Councils fix minimum rates 
for genuine wage-earners only, but this seems to be in the main because 
the salaried grades in these fields are relatively insignificant. In the 
Wages Councils and analogous legislation then we have definite 
examples of the term ‘wages’ being used in the broad first sense 
mentioned in our introductory section, i.e. applied to the workers 
operating a particular service irrespective of whether they are manual 
or non-manual. 

The Department of Inland Revenue. The Inland Revenue, before 
the war, distinguished between wages and salaries, because from 1928 
up to the introduction of Pay-As-You-Earn in 1944 they were assessed 
on different bases, wages on current, and salaries on the previous year’s, 
earnings. In classifying employees into wage-earners and salary-earners 
the Inland Revenue was guided by 

(a) the nature of the work, i.e. whether manual or non-manual, and 

(b) the period by which the worker was paid: if he was remuner- 

ated by the week or shorter period, he was a wage-earner : 

alternatively, he was treated as salaried. 
On this latter point, the Revenue had the guidance of the Income Tax 
Act, 1918, Section 237, ‘ Interpretation ’, which included the following 
definition: ‘‘‘ Weekly wage-earner” means a person who receives 
wages which are calculated by reference to the hour, day, week or any 
period less than a month at whatever intervals the wages may be paid, 
or who receives wages, however calculated, which are paid daily, 

5 Wages Councils Act. 1945, Ch. 17, Sect. 23. 


6 See Time Rates of Wages and Hours of Labour, Ist April 1955 (H.M.S.O., 
1955), for full details. 
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weekly, or at any less intervals than a month.’ There was no definition 
of salaried workers in the Act; Schedule D, Cases I and II, Rule 2, 
which dealt with the method of assessing weekly wage-earners, stated 
that ‘this rule . . . does not apply to persons employed as clerks, 
typists, draftsmen, or in any other similar capacity ’, and the salaried 
grades seem to have been defined by the simple process of including 
all those not qualifying as wage-earners. With the introduction of 
Pay-As-You-Earn, the Inland Revenue has no longer any occasion to 
differentiate between wage-earners and salary-earners,’ the difference 
in their respective bases of assessment being now entirely superseded. 

The Ministry of Labour. There is no one official definition of wages 
or salaries. The Index of Wage Rates, introduced on a new basis in 
1948, is based on ‘ the recognised weekly rates of wages, as fixed... 
for manual workers, including shop-assistants, but excluding clerical, 
technical and administrative workers ’.* As is well known, the Ministry 
also conducts half-yearly inquiries into average weekly earnings and 
working hours in the manufacturing and a number of the principal 
non-manufacturing industries in the United Kingdom. For this 
purpose, the information supplied by employers includes all wage- 
earners at work during the week in question, but excludes office staffs, 
shop-assistants and outworkers; managers, commercial travellers, 
clerks and typists, and salaried persons generally are also excluded.°® 
These definitions are not further elaborated, except that Form W.E. 22, 
which is sent out to employers in connection with the inquiry, explains 
in a footnote that ‘foremen, transport workers, warehousemen, etc.,’ 
should be included in the figures submitted.'° The fact that shop- 
assistants are left out of the earnings inquiries, though they are included 
for calculating the Wages Index, is the result of ‘ industrial ’ reasons : 
distribution, together with several other important non-manufacturing 
industries, is excluded from the earnings inquiries. The practice of 
the Ministry in connection with its annual handbook Time Rates of 
Wages and Hours of Labour is not of any help in our context, as the 
primary aim here is to be useful and not to allow the title to impose 
a purist’s strait-jacket: that the rates of telephonists and telegraphists, 
for instance, are set out alongside those of postmen *? merely reflects 
Post Office collective bargaining arrangements—all these belong to 
the Post Office manipulative grades—and does not mean that the 


7 The definition of ‘weekly wage-earner’ quoted above was repealed by 
the Income Tax (Employments) Act, 1943. 

8 Ministry of Labour Gazette, February 1948, p. 41. Certain industries 
are also excluded from the scope of the Index. 

® See, for example, Ministry of Labour Gazette, September 1955. 

10See Guides to Official Sources No. 1: Labour Statistics (H.M.S.O., 
1950), pp. 30-1. 

11 Op. cit., (1955), p. 184. 
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Ministry considers telephonists and telegraphists to be wage-earners. 
Similarly, the monthly ‘ Principal Changes in Rates of Wages, etc.’, 
published in the Ministry of Labour Gazette, list all important changes 
teported to the Department. If then the latter’s employment of the 
term ‘ wages’ does not cover precisely the same quantity in all cases, 
this is in the main because the earnings inquiries are more restricted 
than the raw material deemed necessary for the Wages Index, while 
in the case of Time Rates no scientifically precise usage is called for. 

The Board of Trade. For the purpose of the Census of Production, 
conducted by the Board of Trade, information is obtained, inter alia, 
on (a) persons employed and (5) the total wages and salaries paid. 
Firms are required to classify their personnel under the two headings of 
(i) ‘ administrative, technical and clerical employees’ and (ii) ‘ opera- 
tives ’,’? and the totals paid out in salaries and wages correspond to 
these two categories: ‘ administrative, technical and clerical’ workers 
are deemed to receive salaries and ‘ operatives’ to receive wages. The 
former are to consist of ‘directors ** (other than those paid by fee 
only) . . . managers, superintendents and works foremen; research, 
experimental, development, technical and design employees (other 
than operatives); draughtsmen and tracers; and travellers and office 
(including works office) employees.’'* Operatives comprise ‘all other 
classes of employees, that is, broadly speaking, all manual workers’ 
(1948 Census: ‘all manual wage-earners’),’* and were to include 
those employed in or about the factory or works; inspectors, viewers 
and similar workers: operatives employed in transport work, stores 
and warehouses (unless employed in a separate selling or transport 
organisation); and cleaners. The main differences between the above 
and the pre-war Censuses of Production are (a) that the latter included 
working proprietors in ‘ administrative, technical and clerical’ workers 
and (b) that works foremen are now in that category, though formerly 
classed as operatives. (The Ministry of Labour, it will be remembered, 
still asks for all foremen to be included among the statistics of wage- 
earners in its earnings inquiries, and there is therefore a difference of 
practice between the Departments concerned.) The above definition 
of operatives may, incidentally, be compared with that used for the 
purpose of industrial-status coding in the Census of Population, 
1951: here the term has an entirely different meaning and covers, 


12 Board of Trade. Report on the Census of Production for 1951: Intro- 
ductory Notes (H.M.S.O.. 1954). p. iii. ‘ 

13 In Northern Ireland, directors are not included. : 

14 Report on the Census of Production for 1951, loc. cit. 

15 Thid.. and Final Report on the Census of Production for 1948: Intro- 


ductory Notes (H.M.S.O., 1951), para. 23. 
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inter alia, all professional personnel working for a regular salary.*° 
For the Population Census, the term ‘ operatives ’ includes all employ- 
ees unless managers, apprentices, part-time workers, etc. 

The Central Statistical Office. We may now turn to national 
income statistics. In its explanatory notes to Table 14, ‘ Personal 
Income and Taxation’, in National Income and Expenditure 1946- 
1951," the Central Statistical Office states that the distinction between 
wage-earners and salary-earners which it has adopted follows lines 
derived from the Census of Production, the earnings inquiries of the 
Ministry of Labour and with certain exceptions the administrative 
practice of the Inland Revenue before the introduction of Pay-As-You- 
Earn. ‘The category of “ wage-earners ”’ is based on those of “ opera- 
tives” and “ manual” workers in the codes referred to. It includes 
factory workers, operative workers in transport such as drivers and 
conductors, storemen, warehousemen, porters, messengers, postmen, 
waiters, cooks and domestic servants.’!* ‘The term “salary-earner ” 
covers administrative, technical and clerical workers in the sense used 
in the Census of Production and non-manual workers in the sense 
used by the Inland Revenue before the introduction of Pay-As-You- 
Earn. Commercial travellers, shop-assistants, policemen and firemen 
are all classed as salary-earners.’'® An estimate for company directors’ 
fees is also included. 

The C.S.O. specifically emphasises that the distinction is based on 
occupation and not on the period of payment, one of the criteria 
formerly used by the Inland Revenue. ‘Size of income’ is similarly 
rejected as a criterion.”° The National Income White Paper issued 
in April 1951 further stated that all those ‘ attached to an office, such 
as commercial travellers and canvassers ’ are classed as salaried,”’ while 
the 1950 White Paper made clear that working foremen are treated 
as wage-earners and works foremen as salaried.2? A foreman, for 
instance, will be treated as a salary-earner when he has his own office 
on the floor of the factory, even though this may merely consist of a 
little space partitioned off from the shop floor. Where, however, he 


is ee General Register Office, Classification of Occupations, 1950 (H.M.S.O.. 
jos 2d 

17H.M.S.O., August 1952. This is the latest National Income Blue Book 
dealing comprehensively with the subject. Reference to subsequent changes 
is made below. 

ISU bids) Dp. 65: 

19 Ibid. Shop-assistants, policemen and firemen have since been reclassified 
(see pp. 131-2). 

20Cmd. 8203, National Income and Expenditure of the United Kingdom 
1946 to 1950 (H.M.S.O., 1951), p. 60. 

21 Ibid. 

22 Cmd. 7933, National Income and Expenditure of the United Kingdom 
1946 to 1949 (H.M.S.O., 1950), p. 53. 
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spends all his time moving about among his charges, he is treated 
as a working foreman and wage-earning.2* On the other hand, the 
tule that a salary-earner has to be attached to an office is not always 
strictly adhered to: switchboard operators are treated as salaried 
because they are broadly similar to clerical staff, even though frequently 
outside the office. A further principle guiding the C.S.O. is whether 
or not there is a need for special clothing: workers requiring special 
uniform are normally classified as wage-earners. 

No doubt there are cases where the C.S.O. is guided by convenience 
or necessity rather than principle ; thus some members of the salaried 
classes appear in the wages lobby and vice versa. Civil servants, for 
instance, are for purposes of internal record-keeping divided into a 
number of staff groups, No. X comprising, by and large, the messenger 
grades. As messengers are wage-earners, the whole of the earnings of 
Staff Group X is allocated to wages, despite the fact that the Group 
includes a small number of paper-keepers, who, if graded on their 
merits, should be salary-earners. 

An interesting case is that of shop-assistants. In the 1946-1951 
Blue Book—as in the earlier National Income White Papers—they 
were still classed as salary-earners, although the Ministry of Labour 
had included them for the purpose of computing its Wages Index 
ever since 1947. However, the following year’s Blue Book, published 
in August 1953, stated that the distinction between wage-earners and 
salary-earners had been revised, shop-assistants being now treated as 
wage-earners.** The change was made, it was explained, to restrict 
the category of salary-earners to occupations analogous to those 
covered by the description ‘ administrative, technical and clerical’ in 
the Census of Production, the latter now being the C.S.O.’s main guide 
in the matter. This development is of particular interest in the light 
of a legal decision in 1892, when it was held in the Court of Appeal 
that an ordinary shop-assistant was not a person ‘ engaged in manual 
labour’; even though generally a not inconsiderable part of his duties 
involved manual labour, this was held to be incidental to his real and 
substantial employment as a salesman.?> It may be added that 
oscillation in the treatment of shop-assistants is not confined to the 
authorities: in the New London Survey, for instance, they were to be 
ranked working-class unless their work was managerial or supervisory ; 


- 23 Similarly. ticket inspectors on buses are treated as wage-earners, but 
those selling tickets in railway station booking-offices are classified as salaried. 

24 National Income and Expenditure 1946-1952 (H.M.S.O., 1953). p._ 73. 
The Blue Books issued in 1954 and 1955 do not introduce any innovations 


in this context. ; 
25See Bound v. Lawrence. 1892. 1 Q.B. 226, C.A., for full details. The 


case had arisen under the Employers and Workmen Act. 1875. 
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in the ‘Five Towns’ investigation, on the other hand, there were 
excluded as not working-class ‘all shop-assistants except butchers, 
fishmongers, grocers, greengrocers and bakers’.** We shall return 
to this point presently. 

Another interesting case is that of firemen whom the C.S.O. has 
also recently reclassified as ‘wage-earning’. Here designation as 
‘ salaried’ seems to have been largely traditional, for the employment 
of firemen—except in the total absence of emergencies—is obviously 
manual rather than administrative, technical or clerical. A possible 
explanation may be that the fact of firemen being members of a public 
service gives them a certain dignity, which tipped the balance in favour 
of salaried status. A somewhat similar, even more controversial, case 
is that of the police, who have also been downgraded by the C.S.O. 
In the course of maintaining law and order police officers certainly 
have what are, prima facie, salaried functions, while ‘ public service’ 
considerations apply here even more than in the Fire Service. Police- 
men are a good illustration of a group who, according to the formal 
rules, should be wage-earners, but who, on prestige grounds, would 
still seem to qualify as members of the salariat. 


Il 


We have so far given an outline of the official use of the terms 
‘wages’ and ‘salaries’;?” on the whole, the dividing line between 
them is now less arbitrary than formerly. In particular, the C.S.O. 
has of late rationalised the allocation of workers to the two categories, 
this having been facilitated by the One Per Cent. Sample carried out 
in connection with the 1951 Population Census. The Sample provided 
material for a more accurate division of the working population between 
wage-earners and salary-earners. At the same time, the administrative 
practices of the Government departments concerned have increasingly 
fallen into line. We must now turn to a more thoroughgoing discus- 
sion of the assumptions implicit in the official use of the two terms. 


1. Manual Work 

What has emerged from our review—and what also is commonly 
recognised—is that manual work is the most important distinguishing 
characteristic of wage-earners. However, the question of who is, and 
who is not, a manual worker is not always easy to decide and has 


26 Cf. Sir Arthur Bowley, Wages and Income in the United Kingdom since 
1860 (1937), pp. 71-2. 

7 It has not been possible to deal with the employment of these categories 
by the various bodies engaged in the actual business of pay negotiation; no 
doubt this would have yielded further interesting material. 
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given rise to much litigation under the Workmen’s Compensation 
Acts, the Employers’ Liability Act, 1880, and the pre-war systems 
of national health and unemployment insurance. In all these cases 
the fact of manual labour was crucial in determining whether or not 
an individual was within the scope of particular legislation, and in 
numerous instances the High Court was called upon to resolve the 
issue. In determining whether or not a person was employed by way 
of manual labour, the line adopted by the courts has been that it 
is his substantial employment which is the determining factor, to 
the exclusion of manual labour which is merely incidental or accessory 
thereto. The test was whether work with the hands was the essence 
of the work or whether it was some other power or quality in the 
employment which was the essential matter.2* The Ministry of 
Health *° has elaborated this in instructions issued for the guidance 
of its inspectors which state that if display of taste and imagination, 
or the exercise of any special mental or artistic faculty or the appli- 
cation of scientific knowledge—as distinguished from manual dexter- 
ity—is the primary quality of the employment, the latter is not deemed 
to be by way of manual labour, although a certain amount of manual 
work may be involved. Similarly, in connection with the law of 
master and servant, the courts have ruled that, where the chief duties 
of a servant are those which require intellectual labour and the duties 
of manual labour are subordinate to these, the servant is not a 
‘workman ’.*° 

As for actual court decisions, some of these are of great interest. 
Thus it has been held that acrobats and professional footballers are 
employed not by way of manual labour but as ‘ public performers ’, 
‘engaged as exponents for exhibition purposes and to amuse and 
entertain other people at playing a game’.*’ Other court rulings 
are perhaps somewhat controversial: a Ministry of Health decision 
that a chief dental mechanic was employed by way of manual labour 
was upheld by the High Court ;*? a stage manager, who also acted 
as one of the stage hands and in that capacity had to move the 
theatre scenery and furniture, was similarly held to be a ‘ workman ’.** 
Again, for the purpose of the Truck Acts (which apply to various 
specific categories plus those engaged in any kind of manual labour) 

28 Cf. Halsbury’s Laws of England (2nd ed., 1931-42), Vol. XXXIV, p. 488 
and pp. 618-9. 


22 Which acted for the Ministry of Labour in connection with questions 
of unemployment insurability. 

39 Halsbury’s Laws (2nd ed.), Vol. XXII, p. 209. 

31Cf. Report of the Unemployment Insurance Statutory Committee on 
Remuneration Limit for Insurance of Non-Manual Workers (H.M.S.O., 1936), 
para. 16. 

32 Tbid., Appendix B, p. 34. 

Be Hialibuigs Eties (ond ed.), Vol. XXII, p. 209. 
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tramcar drivers, goods guards and grocers’ assistants have, among 
others, been held to be outside the definition of ‘workman’.** These 
legal decisions do not quite tally either with current notions or official 
practice, and this suggests that various subtle influences may be at 
work which colour our views as to the ‘ manualness’ of an occupation. 

The Unemployment Insurance Statutory Committee, which 
reported in 1936 on the remuneration limit for insurance of non- 
manual workers, concluded ** that the distinction between those 
employed by way of manual labour and those not so employed was 
in many cases so fine as to be unreal. While this conclusion is fully 
justified in individual cases, this does not mean that the distinction 
as such is unreal and superseded. The difficulty of distinguishing 
manual from non-manual arises primarily in the grading of border- 
line cases. Such cases arise, broadly speaking, in two ways. First, 
the nature of the work may be such that either a salary or a wage 
classification could be justified. The National Joint Council for Local 
Authorities’ Administrative, Professional, Technical and Clerical 
Services, for instance, found it necessary to institute a special ‘ Scheme 
of Conditions of Service for the Miscellaneous Classes of Officers ’,*° 
difficulties having arisen ‘in connection with employees whose work 
was neither wholly manual nor yet wholly clerical’. The second 
area of overlap is due to vertical considerations ; it occurs in any 
hierarchical structure at the point where the line is drawn between 
rank-and-file and supervisors. Though the making of this distinction 
may be simple it may also be quite arbitrary, and even when we 
have decided where to draw the line there is the further complication 
that a number of occupations contain wage and salary elements, as 
it were, side by side. As the Unemployment Insurance Statutory 
Committee put it: ‘One difficulty is that, in many occupations, the 
duty of supervising others, which is not manual labour, is combined 
in varying degrees with the duty of sharing in manual labour 
oneself ’.*” - The foreman, one might say, so long as he only talks 
to, preaches at, or swears at his men ought, logically, to be classed 
as salaried ; to the extent that he rolls up his shirt-sleeves and gives 
them a hand, he is acting as a wage-earner. In deciding how to 
classify him, the time spent on manual labour is important but not 
conclusive.** 

34 Tbid. (2nd ed.). Vol. XIV, p. 651. 

%5 Op. cit.. para. 13. 

%6 This was in 1950. Previously there was a Miscellaneous Division—part 
of the general Local Government (Administrative, Professional, etc.) Scheme 
of Conditions of Service—but this did not afford sufficient scope for the 
satisfactory grading of miscellaneous employees. 
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2. Place of Work 

It is of course true that the nature of both manual and non-manual 
work has undergone a significant change. In innumerable occupa- 
tions nearly everything in the way of hard physical labour is now 
performed by machines, and it has actually been laid down in a 
High Court judgment that manual ‘labour’ and manual ‘ work’ now 
mean the same thing: for work to be manual it is no longer necessary 
for it to be laborious.*® At the same time, with the introduction of 
typewriters and other office machinery, much salaried work has been 
mechanised; the fact that we continue to differentiate between 
wages and salaries seems to indicate that working a machine is not 
as such basic to the distinction. Is it perhaps that the salaried 
machine-operator is performing a more high-grade task than the 
wage-earning machine-operator, and using more brains in the exercise 
of his work? The answer appears to be that it is not the fact of 
working a machine but the locale of the machine that matters. The 
place of work is one of the important criteria which we apply in 
distinguishing between manual and non-manual work, and if a typist 
is salaried while a linotype operator is wage-earning, it is in the main 
because the former works in an office and the latter in a printing shop 
or factory. This brings us to the next point, the place of education, 
training and skill. 


3. Skill 

To what extent are education and training on the one hand, and 
the factor of skill on the other, bound up with the question of grading? 
This is a complex point. As regards the former, the education and 
training demanded of wage-earners may not be less, and may often 
be more, than that required of salary-earners. Similarly, the whole 
of the skilled industrial labour force is, by common consensus of 
opinion as well as official usage, treated as wage-earning, while the 
modern army of clerical workers—many of whom are on the merest 
routine work—are salaried. We have, moreover, a specific official 
ruling that ‘where the employment is essentially for the exercise of 
craftsmanship, however skilled, it is manual labour ’.*° On the other 
hand there is the musician, in whose case most would agree that 
he is not a manual worker, on the ground that his skill is the 
distinguishing feature of his work; the fact of his having to use 
his hands in the deployment of that skill is incidental. Why, it may be 
asked, is the possession of skill decisive in conferring non-manual, i.e. 
salaried, status on the musician, while it is not so decisive in the case 


39 Tbid., para. 15. 
40 Tbid.. Appendix B. 
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of the highly-skilled workman for whom a claim could also be made 
out that his expertise is the distinguishing feature of his work ? 
Here we reach a fundamental point. It appears that ‘ manualness’ 
depends to a considerable extent on whether your job involves dirtying 
your hands. However skilled your work, if it means a pair of rough, 
greasy hands you are a manual worker and a wage-earner; where 
it does not, the skilled worker bridges the delicate gap that separates 
him from the technician, and in the National Income Blue Book 
moves from the wage bill to the salary bill. The ‘dirty hands’ 
criterion, moreover, is more fundamental than the ‘ place of work’ 
criterion ; the latter is, basically, a derivative of the former. 

The above explanation appears to be confirmed by the phrase 
‘black-coated worker’, applied exclusively to the salaried, in contra- 
distinction to the ‘ dirty-collar’ jobs of the wage-earners. One might 
add that the planners of the Five Towns’ survey hit on something 
when they decided to differentiate between butchers, fishmongers and 
grocers, etc., (wage-earners) and other kinds of shop-assistants. This 
seems entirely in accordance with the prestige enjoyed by different 
types of shop-assistants in the common estimation, and if one asked 
the man-in-the-street one would find that a butcher’s assistant would 
be considered on a par with other wage-earners, while the well- 
groomed saleslady in the big department store would almost certainly 
rank as salaried. 


4. Level of Income 

The next question is whether the level of income is in any way an 
essential ingredient of the distinction, the average wage being of 
course lower than the average salary.*1 At the same time, there is 
a wide field of overlap; a substantial number of wage-earners— 
unskilled as well as skilled—earn far more than large sections of 
salaried employees, such as typists and other clerical personnel. And 
the fact that an adult male coal-miner now has an average weekly 
income of 279s. 4d.‘° has perhaps earned him the reputation of 
forming the aristocracy of labour but has not made him salaried. 
Nevertheless, a number of writers still have a weak spot for the 
size-of-compensation criterion. Kuznets mentions it as one of the 
six criteria on the basis of which wages and salaries might be 


41 Mr. D. Seers of the Oxford University Institute of Statistics has calculated 
the average wage for 1949 as £276 per annuin and the average salary as £450 
ale ih both cases). See The Levelling of Incomes since 1938 (1951), Table 

apse 

4? Average weekly earnings of adult male coal-miners in the week ending 


30th April 1955 including allowances in kind. Ministry of Labour Gazette, 
September 1955, p. 308. 


THE DISTINCTION BETWEEN WAGES AND SALARIES 137 


distinguished.** Professor Dickinson advises us that in order to 
avoid ambiguity ‘ when we use this word (i.e. “ wages”). . . literally, 
and without qualification, we should use it as in business, statistical, 
and legal parlance—meaning the lower and most numerous payments 
by employers to hired workers, most of whom do manual work’; 
and again, ‘we shall also use “salaries” in the practical sense of 
the higher rates of payment to higher workers’. Marschak, in the 
Encyclopaedia of the Social Sciences*® also appears to equate 
“manual’ and ‘ poor’, and seems to be of the opinion that the theory 
of wages should be confined to the relatively low-paid employees, 
whether or not they are manual workers. Again, some obiter dicta 
of the 1936 Unemployment Insurance Committee ** suggest that they 
considered the size of income as an important distinguishing character- 
istic of wages and salaries. One may add here that there is of 
course a difference between the criteria on the basis of which two 
categories can be distinguished and the characteristics of these cate- 
gories. There is no doubt that the man-in-the-street, thinking of a 
salaried person, instinctively has in mind someone more highly paid 
than a wage-earner, and, as far as the averages go, he is right; the 
typical wage-earner does, owing to the much wider spread of salaries, 
earn less than the average salary-earner, but as a criterion for differen- 
tiating the two categories the size-of-compensation standard must be 
rejected. 


5. Periodicity of Payment 

Is the period by which an employee is paid basic—as the Inland 
Revenue used to assume—to the classification of wages and salaries? 
Its chief importance would seem to be as a rough indicator of the 
security of tenure to which a worker is entitled; as a body, salaried 
workers enjoy a much greater degree of such security than wage- 
earners. The degree of security does not, however, precisely coincide 
with the interval at which remuneration is actually handed over ; 
many salaried workers are engaged on the basis of an annual salary 
but are paid each week as a matter of convenience. They are then 
still entitled to more than a week’s notice, while if they are paid 
by monthly or quarterly instalment the minimum period of notice 
is at least of corresponding length. Nevertheless the actual interval 
at which remuneration is received is some index of status—probably 
for the very reason that security of tenure is a valued prize and there- 


43 §. Kuznets, National Income and its Composition 1919-1938, Vol. I (1941), 
p. 86. 

2A Op 1Citen Daal: 

45 Vol. XV (1935), ‘ Wages’. 

16 Op. cit., para. 6. 
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fore confers prestige. Thus to be on monthly pay would appear to 
be one of the distinguishing marks of the salaried worker who has 
also a profession ;*7 many of the latter would consider it undignified 
to be handed a small bundle each Friday afternoon, preferring the 
more discreet, if less convenient, monthly cheque. But as a criterion 
for distinguishing wage-earners and salary-earners the periodicity-of- 
payment test is unsuitable: as pointed out, the majority of clerical 
workers are paid weekly but remain ‘ salaried ’. 

The precise extent to which salary-earners enjoy a high degree 
of security varies, of course, with economic circumstances. Thus 
in the 1930s insecurity spread into sections of the population who had 
hitherto felt themselves immune from unemployment. Many organi- 
sations giving evidence to the 1936 Unemployment Insurance Com- 
mittee pointed out that insecurity of employment had tended to 
increase amongst non-manual workers as a result of depression and 
economic developments such as mergers and other forms of rationali- 
sation.*® Conversely, in present conditions of full employment the 
manual worker also has a considerable amount of job security which 
has now, however, a somewhat depreciated value. 


6. Prime and Overhead Labour Costs 

It has been suggested that the division into wages and salaries 
can be made on the basis of, and is useful for, purposes of analysis 
of the fixed and variable elements in labour costs; Kuznets, indeed, 
is of the opinion that this and the ‘manual’ criterion have most 
weight in the distinction of wages and salaries.*® As Chapman has 
pointed out, in the commodity-producing industries such as manu- 
facturing and mining where the productive process involves mainly 
manual work, the fixed and variable elements of labour costs might 
be fairly well represented by salaries and wages; but even if a sub- 
division for cost-analysis purposes might be useful in these instances, 
this is far more doubtful in the case of the distributive and service 
industries where the majority of salaried workers are themselves 
directly related to output.*° However, as these latter industries consti- 
tute an important sector of the economy, it would appear that the 
division into wages and salaries is a rather crude tool, as far as the 


47 Cf. Cmd. 7674, Report on Police Conditions of Service (Oaksey Report) 
(H.M.S.O., 1949), para. 39: ‘It would be more in keeping with the status of 
the police as a profession, and with sums of these dimensions (i.e. their recom- 
mendations) for constables and sergeants to be paid an annual salary rather 
than a weekly wage.’ 

48 Op. cit., Appendix A. 

4° Op. cit., p. 87. 
eee <e i Chapman, Wages and Salaries in the United Kingdom 1920-1938 

, p. 14. 
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national picture is concerned, for estimating fixed and variable labour 
costs. There is also the converse case of ‘non-productive’ wage- 
earners such as cleaners and repair workers. It follows then that 
prime and overhead labour costs are not coterminous with wages 
and salaries. 


7. Method of Payment 

The question of the directness of participation in the production 
process leads us to another important point, that of the directness 
of the relation of reward to effort. One-third of all wage-earners 
are paid ‘by the piece’*' and many others receive output bonuses 
of various kinds: in these cases there is a more or less direct connec- 
tion between effort and remuneration. A salary-earner paid by the 
piece is a comparatively rare phenomenon to be found mainly among 
salesmen, whose remuneration frequently includes a commission 
element. Apart from these, payment by results on a regular basis is 
unknown in the world of salaries °*—though teachers were paid by 
that method during much of the latter part of the nineteenth century. 
Again, wage-earners are normally compensated for every hour of 
overtime and, similarly, have pay deducted if they are away from 
the factory for a few hours; such an hourly reckoning is much less 
common for salaried personnel. The precise significance of all this 
depends, inter alia, on the effect of different methods of payment on 
incentive, which in turn varies with the power of the purse in the 
individual worker’s scheme of things—an interesting subject but one 
that would lead too far afield. 

A second aspect of the difference in the method of payment as 
between the two categories is the far closer correspondence of rates 
and earnings for salary-earners than for wage-earners. Many of the 
latter regularly qualify for output bonuses, overtime pay or piece 
rates and, in addition, a considerable proportion are likely to receive 
basic rates in excess of the minima fixed by collective agreements 
or Wage Regulation Orders. Wage-earnings may, in fact, diverge 
substantially from wage-rates, as is demonstrated by the gap between 
the Wages and Earnings Indices of the Ministry of Labour,** as 
well as by a number of more specific earnings inquiries.°* Such 

51 Cf. Ministry of Labour Gazette, April 1954, p. 113. 

52 Salaried workers may of course get periodical bonuses in recognition of 
good work ; these, however, could not be termed ‘ payment by results’ as that 
phrase is normally understood. 

53 In April 1955 the average level of wage-earnings was 76 per cent. higher 
than in April 1947. For the same industries the average level of wage-rates 


was then estimated to be only 52 per cent. above that of April 1947. Ministry 


of Labour Gazette, September 1955, p. 307. } 
54 E.g., those published in the Bulletins of the Oxford University Institute of 
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discrepancies between salary-earnings and salary-scales (the equiva- 
lent of wage-rates) are far less common, though the exact degree of 
coincidence varies in different fields.“ A rather important corollary 
of this is that salaries suffer far less from what has become a common 
affliction of wage structures: the blurring or even inversion, as 
far as actual earnings are concerned, of differentials provided for in 
the rate structure. In the case of salaries such internal differentials 
as are planned generally exist de facto as well as de jure, though here 
again there are exceptions. 


A third difference under this head is that wage-earners are com- 
monly paid on a flat rate while the salaried worker is frequently, 
particularly in the public services, on an incremental scale. Thus 
while the typical wages-structure consists of a certain number of grades 
ranging, say, from unskilled labourer to chargehand and foreman, 
to each of which there is a corresponding flat rate, a typical salary- 
structure contains a hierarchy of grades, each of which provides for 
(normally) annual and automatic increases on a predetermined pattern. 
For most salaried staff therefore, but not for their manual brethren, 
there is some advancement even where there is no formal promotion. 


8. Conditions of Service 

An important difference between wage-earners and salary-earners 
is to be found in their general conditions of service ; in brief, these are 
much more favourable for salaried workers than for wage-earners, and 
for once we do not have to qualify with the usual customary caution. 
Thus, salaried personnel almost invariably work shorter hours and 
have more generous holidays. Again, far more salaried staffs are 
covered by pension schemes and sick-leave provisions. While it is 
true that these and similar differences have of recent years been 
narrowed by the shortening of wage-earners’ hours, the extension of 
holidays with pay and new pension schemes, material differences 
remain. 

Many of the above points of difference between wage-earners and 
salary-earners breed further distinctions between the two categories : 
a cumulative process is at work. For instance, the fact that the income 
of a salaried person is less variable and fixed by a longer period than 
that of a wage-earner enables the salary-earner to develop a different 


55 Non-industrial civil servants, for example, with salaries of up to £1,200 
per annum have received a regular pay addition throughout the post-war period, 
because a 454-hour standard working week was in operation while the 
salary-scales were based on a 42-hour or a 44-hour week. In this section of 


. Civil Service, therefore, earnings have been consistently above the scale 
salary. 
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pattern of expenditure **—to become, say, an oOwner-occupier of his 
house instead of a tenant. Such a different expenditure pattern in turn 
produces a further divergence of habits and tastes: differing modes 
of consumption contribute, not unnaturally, to different modes of life. 

In discussing the various bases on which wages and salaries might 
be distinguished, Kuznets makes clear that none seems adequate by 
itself,°’ and this is a point worth emphasising. For example, though 
the degree of skill or the level of income are not alone sufficient to 
make a distinction between wages and salaries, this does not preclude 
their helping to decide the allocation of borderline cases. Further, 
our view as to what is and what is not manual work may well— 
imperceptibly and subconsciously—be influenced at times by some 
of these factors. Thus, the fact that a police constable’s basic pay now 
rises to £575 per annum ** may lend an air of professionality to the 
other characteristics of his job, so that we tend to watch him doing 
his monotonous beat through ‘ salaried ’ spectacles.°° 


IV 


The gist of much of our preceding discussion has been that as 
between wage-earners and salary-earners there is a difference in the 
type of labour-service offered for sale. Basically, this is the distinction 
between manual and non-manual work with all that it involves— 
working in a factory rather than an office, working in conjunction with 
a relatively large amount of plant and machinery, and so on. Further, 
in considering such matters as the periodicity of payment or the relation 
of pay to effort, we have touched on another basic difference—the 
kind of pay bargain that is being concluded. Some broader aspects 
of this second difference remain to be investigated. 

First, and this is hardly news, there is a difference in the method 
of concluding the pay bargain: in the case of wages the collective 
bargain is the rule, while in the field of salaries this is true only in so 
far as the public sector is concerned. Here the growth of joint negotia- 
tion in recent years has been impressive, both as regards the types of 
employment covered and the grade of salaried worker prepared to 
submit to unionisation. In the private sector of the salary world, on 


56 For a brief discussion of the influence of the method of payment on 
patterns of expenditure, see D. J. Robertson, * The Present Complexity of Wage 
Payments and its Effects’. Scottish Journal of Political Economy, February 
19552 

57 Op. cit., p. 86. : ; 

58 Cash salary, as from 16th December 1955, excluding (substantial) rent. 
etc.. allowances. . : 

59 Despite the fact that the C.S.O. now allocates him to the wage-earning 
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the other hand, trade unionism, and hence collective bargaining beyond 
the scope of the individual concern, is mostly still the exception. One 
result of this is that information about salaries is far less adequate 
than that about wages. 

While in the case of wages it is usually possible to pinpoint ‘ the 
rate for the job’, there is as a rule no such thing in the sphere of 
private salaried employment. This is not only because there is no 
union which has laid down ‘the rate’; it is also because very often 
‘the job’ does not exist. Even in the less exalted sectors of the salary 
world many a job is sui generis, and the higher we travel up the 
occupational ladder, the more prevalent is this factor of uniqueness. 
The fact that salaried employments include all the higher ranges of 
that ladder means then that standardisation is more difficult: though 
the processes on which two unskilled labourers are engaged may 
differ and though there are degrees of lack of skill, comparison is much 
more straightforward in their case than in that of, say, two managing 
directors, where the designation ‘managing director’ acquires its 
meaning almost solely from the object of management or direction. 

Bargaining techniques for wages and salaries will often diverge 
considerably. The difficulty of laying down a ‘rate for the job’ in 
the salary world has sometimes been overcome. For instance, in the 
local government service, there has been devised a system of salary 
grades rather than rates related to specific posts. There is then con- 
siderable flexibility in allocating individual jobs within the scheme, 
and this gives both employers and employees room for discreet 
manoeuvre, i.e. to upgrade or downgrade posts and persons on the 
quiet, which is often a great deal easier than a frontal attack on the 
scales as such.®*° This means, incidentally, that comparisons of move- 
ments in wage-rates and salary-rates can be rather misleading. 

To the extent that the salary bargain is individual rather than 
collective, it should be possible for it to be more finely adjusted to 
the economic circumstances of the firm concerned than in the case of 
wages where the ability-to-pay criterion can, at best, be applied to the 
particular industry as a whole when an agreement is being concluded. 
As regards wages, whatever rate is fixed cannot, except through adjust- 
ments—in practice extras—at factory level, bear any direct relation 
to the individual firm’s profit-and-loss account ; in the case of salaries 
it could—though whether employers take advantage of this is another 
matter. For quite apart from the sui generis factor, there is another 

6° Commenting on a new salary award in the spring of 1948, ‘ Critic’. writing 
in Local Government Service (the journal of N.A.L.G.O.) March 1948, p. 45, 
says that instead of a spectacular offensive to get something for all at one go, 


the union should try to secure piecemeal improvements, above all in the 
grading of posts. 
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disability affecting the determination of salaries. Difficult enough 
though it is to determine a wage on the basis of its marginal net 
product, it is even more complicated in the case of salaries ; they 
cannot usually be directly related to output and, being mostly overhead 
rather than prime costs, can be costed only if they are averaged over 
the firm’s output as a whole. However, average salary cost per unit 
of output need have little relation to the net product of the particular 
salaried worker, and the fact that the salary bargain is mostly concluded 
for a longer period than the wage bargain also makes the former’s 
adjustment to the individual firm’s economic fortunes less instantaneous 
than might otherwise be expected. 

Both the difficulty of costing salaries on the basis of marginal net 
product and the obstacles in the way of standardisation have meant 
that monetary evaluation is more complex than on the wages front. 
This, in turn, has provided more scope for non-economic and non- 
rational factors to move into the vacuum, so that the traditional element 
in the salary-structure is stronger than in the case of wages. Salaries, 
particularly in the field of public employment, have provided far more 
scope for strongly entrenched notions as to the particular value of 
certain occupations and their place in the scheme of things; as a 
result market forces act less directly and less fully on salaries. The 
very concept includes an element of gentility, and it takes rather 
harsh economic winds to penetrate the conventional framework 
surrounding many a salary. Thus, as Marley and Campion have 
shown,®' rates of salaries did not fall so much as rates of wages in 
the depression of 1929-33 and were slower to recover between 1934 
and 1939, while during and since the war salaries have risen much 
more slowly than wages. The reason for the slower rise of salaries 
is of course only partly due to this factor: one cause of salaries lagging 
behind wages is that a certain spreading of egalitarian tendencies has 
meant some genuine reassessment of the relative worth to the com- 
munity of different kinds of labour ; another is that, as a result of the 
excess of demand over supply, the manual worker now commands a 
relatively higher price in the labour market. 

In reviewing the various facets of the subject a word must be added 
about the sociological aspect ; inconvenient though this may be, the 
distinction between wages and salaries is essentially one that is both 
economically and socially determined. A satisfactory examination of 
the subject cannot therefore ignore either, even though this is not the 
place to launch into a fully-fledged sociological analysis. One important 
difference in this sphere is in the realm of status, although wage-earners 


61‘ Changes in Salaries in Great Britain 1924-1939’, Journal of the Royal 
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and salary-earners are far from being, in themselves, homogeneous 
categories. Nor does the difference resolve itself exclusively into one 
of size of income. Factors such as superior conditions of service and 
greater security of tenure confer prestige in their own right; those 
who hold that the wheels of our civilisation are oiled exclusively by 
hard cash must admit that in this particular sphere other factors also 
count. The mere fact then of receiving a salary confers a certain 
status on the individual concerned quite apart from the size of that 
salary ; putting it crudely, the amount of prestige accruing to a member 
of the salariat for each pound sterling of income is much higher 
than in the case of his manual brother. It is thus no accident that 
studies of the social prestige of occupations demonstrate that salaried 
workers invariably occupy the upper, and manual workers the lower, 
end of the prestige scale.*? It is not claimed that questions of prestige 
are necessarily most usefully discussed in terms of the distinction 
between wages and salaries, merely that whether you are a wage-earner 
or a salary-earner is relevant in a discussion of social distinctions. That 
these latter are in part based on snobbishness is true, but this does 
not make them any less real; other pillars of our social life have 
similar origins. 

Looking at the matter from the economic angle, it has already 
been pointed out that economists have not considered it necessary to 
distinguish between wages and salaries in the course of their treatises 
on wage theory.®* There is no such thing as a theory of salaries, and 
within the wider theory of wages they do not even enjoy the status 
of a sub-species. Though this may reflect the confusion as to the 
precise content of the two terms, the implication seems to be that 
economists do not regard the distinction as of any great significance 
for general analysis.** In other ways also differentiation has become 
less important: as we saw, neither the current system of national insur- 
ance nor the Inland Revenue now requires to separate wage-earners 
from salary-earners. The fact that the C.S.O. still divides the national 
income into, inter alia, wages and salaries cannot be taken as proof 
that it regards such action as of vital importance ; it may well continue 
to do so ®° on account of the social and political interest in separate 
estimates. Yet, from the point of view of social accounting, the 


62 See. for example, Hall and Jones. ‘Social Grading of Occupations’. 
British Journal of Sociology, March 1950, and A. F. Davies, ‘Prestige of 
Occupations ’. fbid., 1952, p. 134. 

63 J. R. Hicks, for instance, in his Theory of Wages does not once mention 
the subject. 

84 Cf. Dickinson. op. cit., p. 12. 

65 Apart from the simple practical reason that the Board of Trade (Census 
of Production) and the Ministry of Labour, the two chief collectors of the raw 
material on earnings, collate them on this basis. 
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greatest possible breakdown of the flows of income and expenditure 
is desirable, and if there has been any substance in our preceding 
discussion, it would seem to follow that the distinction between wages 
and salaries might usefully continue to be reflected in the national 
accounts. 

The present writer would conclude that when all the concessions 
have been made and all the qualifications allowed for, the distinction 
between the two categories is not as yet obsolete.** It is, of course, 
capable of being over-emphasised ; from the strictly logical point of 
view—and if we were starting anew—there might be other bases on 
which labour incomes could be more usefully broken down. Nor is 
it claimed that there is a need for a completely separate theory of 
salaries: many of the factors that determine wages obviously bear on 
salaries too. But other forces, as we have tried to show, do affect the 
two categories differently ; despite illogicalities of classification that 
have survived and borderline cases inherent in any system of classi- 
fication, salaries are still a recognised and recognisable entity. A 
theory of wages, in the sense of a comprehensive theory of remunera- 
tion, which aims at being realistic, should not ignore the distinction. 


Hitpa R. KAHN 
Glasgow 


66 Cf. Dickinson, op. cit. Professor Dickinson thinks that for realistic and 
pint lncee estinent the wage-and-salary and allied distinctions are 
significant. 
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ECONOMIC CHOICE AS A PHILOSOPHIC THEORY 


I 


Many interested in the social sciences will recently have felt that 
specialisation has there increased, is increasing, and also that it ought 
to be diminished. Perhaps it would be truer to say that this specialisa- 
tion should at least be balanced by an equal growth in the inter- 
relations of these disciplines, so that their cross-criticisms should 
constantly correct one another, and the whole picture (in practice the 
most important one) should not go by default. All who feel this way 
(and many will be Scots) will therefore welcome an important contri- 
bution from a Scottish philosopher.’ For it carries out one function 
of philosophy in this unduly neglected field by criticising economic 
doctrine from the philosophical or final aspect, and by fitting the 
economic judgment into a logical exposition of an ethical and valua- 
tional theory. 

An author has the right to choose his own assumptions. This is 
necessary in a book which, though mainly a critique of economic 
method, is ready to develop this process from a simple value judgment 
(or attribution of goodness) into its links with moral and other values 
(pp. 176 and 182-3), and through this hierarchy of ends to a developed 
theory of human freedom. Such wide assumptions, however, involve 
consequences which should not and logically cannot be avoided. It 
is not here suggested that Dr. Lamont does exceed his assumptions. 
But the dangers for his interpreters should be underlined. Dr. Lamont 
himself declares that his ethical and valuational positions are here 
dogmatically stated, not proved (p. 305). This his readers should 
accept. But they should also remember the consequences. They 
should realise that such assumptions as the limitation of value (and 
choice) to the comparative economic judgment (p. 185) contracts our 
view of facts and theories, economic as well as moral. Thus economics 
is reduced to pure economic theory, though all economists recognise 
the formative influence of economic history and institutional study, 
and of the processes of change—not yet formalised as theory. In 
this respect, it is rather surprising to find Marshall, Wicksteed and 
Smart quoted as supporters of the positive view ; less so for Marshall 
perhaps because he did adopt the positive method, though he did so 
for pragmatic reasons and ultimate purposes which were far from 
merely positive ; but this is a long and involved story. On Wicksteed 


1'W. D. Lamont, The Value Judgement (Edinburgh University Press, 1955. 
Pp. xvi + 335. 25s.). 
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and the Smart of Second Thoughts of an Economist, and their final 
trust in an objective order, it is unnecessary to dilate. In line with 
these postulates again is the acceptance of Utilitarianism (in a refined 
form) as basic in economic theory (p. 33). This may well be accepted 
as a provisional assumption of pure economic theory, necessary for 
quantitative comparisons. But many economists (including Marshall 
apparently) regard it as no more than a sound start for logical analysis. 
This, however, is what Dr. Lamont is concerned with. But the need 
to see the togetherness of analysed processes is at least equally vital, 
and it is considerably more puzzling. Economic theorists are indeed 
bound to keep their feet on the ground, as their aim is limited and 
practical, and so involves complex situations. The philosopher has 
wider freedom. 

These. doubts, however, all spring from the central issue. Are 
those experiences which are valued by human beings in the end 
objectively based—are they finally supported by the ultimate meaning 
and purpose of the universal structure? Or are they merely rationali- 
sations of human experiences, justified only by them? Dr. Lamont 
asserts the subjective view (p. 6). We cannot expect him to argue 
this case. But we should suggest (for those who have not explored 
these mysteries) that the balance of philosophic thought has been less 
extreme at least and has probably rather supported some degree of 
objective validity in human values, despite certain strong trends in 
contemporary ethical theory. And certainly this view is embedded 
in the recesses of simple human faith: the values like the stars stand 
apart from human estimates. Goodness, truth and beauty are not 
merely human. Again, the positive background of this book is not 
sympathetic to evolutionary interpretation,” views which are beginning 
to influence economic theories of growth very seriously. This comes 
out in our author’s terminology. He refers to the distinction between 
the ‘simple’ or positive attribution of ‘ goodness’ to a thing and the 
‘comparative’ attribution of a ‘degree of goodness’. Dr. Lamont’s 
assumptions and method seem to suggest that this is all that need be 
noted as to types of judgments. But it will be contended that there 
are more final judgments as well, judgments which have absorbed, 
and reflect, all our human experiences, far exceeding the ‘ simple ’ judg- 
ments, becoming indeed articles of faith in face of which mere economic 
or comparative judgments take their proper and mirior place.* For 
this reason, some might prefer that what Dr. Lamont throughout calls 
the comparative value judgments (the economic method) should be 
equally consistently called the comparative valuation judgment (cf. 


2 Except perhaps in the treatment of choice. Bee 
3 But Dnpare BP! 187 and 190-1, and also the criticism of Ross at p. 185. 
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p. 20). This of course reflects the objectivist view; for objectivists 
would distinguish between the value and the act of valuation, whereas 
our author presumably would not. I think economists, who are con- 
firmed relativists, are justifiably scared of metaphysics, and would 
feel more comfortable with the more relativist comparative valuation 
judgment than with the comparative value judgment. 

Before going on to the economic arguments, I should like to under- 
line the virtues of this book’s broad treatment. These spring to some 
extent from the logical cohesion of the subjective approach, but far 
from entirely so. They are also based on the persistence of the 
author’s thinking. One cannot indeed miss the firm flow of the 
argument. It starts, from facts, with the distinction between the 
‘ simple value judgment ’—of ‘ goodness ’—and the comparative valua- 
tion (as I should prefer) judgment which is most fully developed in pure 
economic theory (hence Dr. Lamont’s proper interest in the latter). 
Choice is by definition limited to this latter judgment (p. 20). Through 
this purely rational view of choice he arrives at a very sensible estimate 
of the ‘economic man’ assumption (pp. 35-40). The criticism, often 
made, that this is mere competitive egoism, would imply as its basis 
the society of Hobbes, ‘in a state of nature before the foundation of 
civil society ’ (p. 35). But clearly society is included in the assumption, 
and, as Dr. Lamont points out, at least a juridical society with mutual 
recognition of rights. This appears in market organisation. Each 
side must gain in such exchange, but the distinguishing feature is not 
egoistic—the reasons for exchange may on each side be purely altruistic. 
The feature of the relation is rather lack of a common interest between 
the exchangers. An impersonal market, and it only, can meet this 
case and bring them together, expanding the field of satisfaction in 
the process. This says all that need be said. 

The argument then examines the nature of economic exchange, 
especially its demand side, though ‘ opportunity costs’ are carefully 
considered. These, however, also spring from utility, as the Austrians 
first insisted. Thus both sides to the bargain are treated from the 
aspect of psychology or real influence, a treatment in tune with the 
central position which, as we shall note, is given to choice. If cost 
is realised as the next best benefit foregone the whole fields of demand 
and costs are unified. Production also appears as an indirect demand 
for satisfaction through exchange. This also develops easily from 
the mainly subjective approach. 

From this critique of economic theory (the main substance of the 
book). the link to moral factors which is offered is that of ‘ common 
demand’. To the economist this is accepted doctrine within his 
sphere. For all demands are relative. But for our philosopher, 
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common demand always aims at ends (or purposes) founded on the 
choice of conscious individuals. Thus, just from the drives of these 
individuals, the valuations become rationalised in societies. In this 
way we are forced ‘to weigh the common demands of the two orders 
(of goodness) against each other in terms of some more comprehensive 
common demand... In this way . . . we tend to develop highly 
comprehensive systems of values, approaching (to a less or greater 
degree) the conception of “complete happiness” or “ the realisation 
of the self as a whole” ’ (p. 183). 

Dr. Lamont then proceeds, easily enough on his assumptions, to 
the demonstration that the economic judgment applies as such to 
the moral values (p. 185). This is buttressed by the reduction of 
qualities to quantities (pp. 138, 171 and 180), a view which squares 
with the economists’ acceptance of the money measure as adequate. 
Further, he uses the argument that the values, under virtue knowledge 
and happiness, are comparable if not commensurable (p. 189). This 
ethical argument is exactly reflected in the ordinal preference method 
of economists. And the reflection adds mutual weight to each. But 
it should be remembered that economic comparability is merely a 
practical method as it depends on the institution of money. Money 
exists simply because we must have a common measure. But money 
prices are no more than conventional. They are poor substitutes 
for a more exact comparison of the quite different ‘ goods’ individuals 
choose through exchange. They lack any common interest (except 
the money agreement itself); they omit to measure all the surpluses. 
They reflect our inadequacies as well as our adaptability. So our 
choices are infected with our finite limitations, and can aim at improve- 
ment only as we see it. 

From this subjective view of the moral (or economic) judgment 
Dr. Lamont then consistently proceeds to an analysis of approval, as 
the subjective psychological process assessing values in general. 
Approval is very properly regarded as a meutal state. It is this at 
least. It is indeed an amalgam of the affective, cognitive and conative 
motions, the crucial question being which is the stronger in each 
considered case. The value judgment is at least a form of approval 
of economic ends or purposes. Yet when we go further difficulties 
arise. Approval, involving decisions, is clearly a ‘ total mental state’ 
(p. 251). So we are told. The fact that I approve A is substantially 
equivalent to ‘ A is good’ (p. 251). But what does ‘ A is good’ mean 
here? I cannot find that it entails more than ‘good for me’ in 
Dr. Lamont’s treatment. (He does not usually say ‘good for me’, 
though the subjective interpretation inevitably suggests this.) As far 


as I have noticed, he uses the ‘good for me’ form explicitly at two 
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places: at p. 271 he says ‘good for us’, and again, at p. 274, ‘the 
point of view of the developing being’ is mentioned, though any 
ultimacy for this aspect is at once denied. I must confess I have been 
puzzled throughout by the absence of a distinction which seems so 
fundamental that to refer to it only as relating to arguments about 
our psychological natures and the values we recognise seems to miss 
its main importance. One must risk being called naive in insisting 
on the distinction, ultimate in all our experience, between ‘good for 
me’ and simpliciter ‘good’. Of course if the value judgment is 
merely comparative, it is always on the level of ‘ good for me’. And 
this is Dr. Lamont’s position in this book. Values are ‘good’ only 
in the sense of ‘desirable’, and are sharply separated from moral 
judgments as to obligations. ‘ Valuation as I have used the term has 
nothing to do with the conception of “ought” or “ obligation ”?’ 
(p. 187)—an uncompromising view which we must leave to the philoso- 
phers. But any comparative implies an absolute. I suppose J am the 
absolute in the phrase ‘ good for me’—but I am clearly a rather comic 
absolute. Dr. Lamont holds to this separation consistently.* For 
instance he writes: ‘ While the principle of “the good” has in itself 
no specifically moral connation [should this not be ‘ connotation ’? ]— 
it is morally neutral, as the foregoing chapters setting out a theory 
of the value judgement have made plain—nevertheless the interplay of 
the principles of “the equitable” and “the good ” in the application 
of a system of rules is always tending to adjust the system to the moral 
standards current in any community’ (p. 302). Does not this passage 
give away with the left hand the position held positively by the right? 
Dr. Lamont himself here proceeds to illustrate the left hand by the 
judicial process— ars aequi et boni’—and we are told that ‘ neither 
of the principles operating seems specifically moral in quality ’ (p. 303). 
Common sense and legal practice find this difficult to swallow. ‘The 
directing influence (in the judicial process) probably comes therefore 
from the principle of equity’ (p. 303). Yet the Latin phrase certainly 
does not regard aequus as divorced from ‘the good’, and lawyers 
would certainly not accept aequus as merely subjective. 

To the economist, who is not concerned with final ends, this 
tendency to ignore the objective qualities of institutions and the ways in 
which they influence and control what is ‘ good for us’ will yet seem 
unrealistic. Lawyers will feel the same as to the force of precedent 
and statute in the legal process. Institutions are far from perfect. 
Economists may think of the institution of advertising, for example, 
more often stigmatised as harmful than good. The point, however, 
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is that they are objective and historical, as against the ‘ good for me’ 
approach. They are there and have immense power. This is a huge 
subject, and we can do no more than mention it here. But the wealth 
of concrete and active experience stored in institutions, with their 
reaction on individuals, prompts me to suggest that there must be a 
further stage or element in the practical value judgment than the two 
which Dr. Lamont mentions. As well as the ‘ simple value judgment ’ 
and the comparative valuation judgment, there must be what may be 
called the concrete value judgment, a judgment which incorporates 
and expresses all the wisdom or knowledge latent in persevering institu- 
tions which are carried forward through the efforts of social individuals. 

However this may be, Dr. Lamont, on his assumptions, can move 
consistently, over the bridge he has supplied, to assert that his value 
judgment implies freedom (to choose) as much as the moral judgment 
itself. Choice is the king-pin of his argument. ‘We must repeat that 
choice is neither more nor less than the expression of valuation, and 
valuation is the comparative value judgement’ (p. 194). It is one main 
strength of his treatment that it gives to choice—at least—a proper 
place as the sun in this firmament. But one has an uneasy doubt that 
this force should itself be shown as influenced by the institutional 
atmosphere in which it shines. Dr. Lamont however feels justified in 
proclaiming that his value judgment (which to many may seem 
definitely determined) is not inconsistent with freedom (p. 324). There 
he properly ends his journey. Apart from the economic section, its 
progress is not here in any way fully argued or ‘ proved ’"—Dr. Lamont 
continually insists on this. But there is real advantage in showing how 
the value (or economic) judgment fits into a general theory of valuation, 
and then into one possible philosophic system. This our author has 
admirably done. For proofs of his dogmatic positions in this volume 
one would need to call in his other writings. 


II 


To economists the main interest of this book will be the criticism 
of economic theory, which takes up most of it (pp. 23 to 209). Here 
we should remember the difference between the philosopher and the 
economist. For the philosopher there are no inhibitions; his job 
is to follow out the logic of the argument—ruat coelum. Absolute 
truth is his quarry. The economist adopts a vaguer and more limited 
goal. He simply aims to make the best use of available resources, 
and the end to which he uses these resources is not argued out but 
is assumed, in vague, often inconsistent, forms. It is strictly defined 
as the maximum that can be secured in the enjoyment of goods which 
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can be produced through exchange, the nature of enjoyment or 
‘ satisfaction’ being left vague. Further, it is pragmatically limited 
to the field of money exchange. This gives the economist some 
practical advantages, though at the cost of a certain lack of logical 
generality and consistency in his assumptions ; and also of a definite 
fringe of ragged edges when he attempts to push his argument 
through to wider human values beyond his self-limited brief. In what 
follows we shall be dealing with cases in which the sheer tenacity of 
Dr. Lamont’s philosophical thought, together with its more final con- 
sistency, throw up logical implications in economic rules which should 
guide and stimulate the economist. Examples will be found in his 
discussion of the ‘economic man’ hypothesis (pp. 35-40); in his 
insistence that ‘ value is attributed to the non-existent, never to the 
existent’ in economic choice (pp. 60 and 61); and in his general 
treatment of opportunity costs. These and other examples are con- 
sidered in the sequel. 

It may here be generally suggested that criticism of economic theory 
sub specie aeternitatis leads to results which are rather harsh and 
excessively burdened when related to the purposes of that theory. 
Economists are very conscious that their science is a relative one. 
As long as absolute truth is not defined, they have the right to preserve 
a certain looseness, even vagueness, in their assumptions. This appears 
in the treatment of the ‘law’ of diminishing utility. Dr. Lamont as 
a philosopher attacks this as a statement of absolute consistent truth. 
He is therefore severe on Wicksteed, and by implication on Marshall, 
for their reliance on this slender and swaying reed (pp. 89 and 96). 
For change is a constant factor in our experience, though this ‘law’ 
assumes it away. But economists have the right to assume ‘ ceteris 
paribus’ as a start (especially to teaching). Certainly to Marshall and 
Wicksteed it was merely a provisional assumption of method. Marshall 
used it as a method of evading more difficult issues as to our final 
valuations. ‘Satisfaction’ can be provisionally assumed as an always- 
present common denominator in our obscure and contentious aims. 
This is provisionally legitimate because our job is not to reconcile 
these aims but to establish the theory of their economic provision as 
clearly and exactly as possible, a task which seemed to Marshall more 
important in his situation and for his purposes than continued valua- 
tional contention. One may attack the general philosophy behind this 
procedure. But to suggest that Marshall and Wicksteed were not 
aware of these limitations is wide of the truth. Marshall made a 
deliberate practical choice.’ From it resulted, what he sought, a firm 
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foundation for a theory of static equilibrium, which he perfected, much 
to the benefit of economic theory. But Marshall’s own final ideals 
were far from Utilitarian. His social theory was perfectionist. And 
this leaven works through his Principles in the form of a theory of 
change and growth through increasing returns which will probably 
prove more significant in the long run than the static theory, though 
the latter remains as its basis. We should, however, welcome these 
ultimate criticisms by philosophers of economic assumptions. They 
show us what we still have to do. 

Dr. Lamont’s treatment of the law of diminishing utility is indeed 
an excellent example of such criticisms. The assumptions of economics 
will not—are not meant to—bear the full weight of philosophical 
analysis. They are meant as initial platforms for economic speculation, 
which itself allows much play as to its ultimate aims. I think, for 
instance, that all modern economists (including Marshall and Wick- 
steed) would agree with Dr. Lamont that if we take the law of 
diminishing utility rigorously ‘ other things remaining equal’, we are 
posing a nonsensical question when we ask whether the utility of an 
end, considered in abstraction from all competing ends, diminishes, 
increases, or remains the same for successive equal acts of consumption. 
This proposes a situation, conceivable in logic, but impossible in real 
life. Yet this is what ‘other things remaining equal’ entails. All 
economists are aware of Marshall’s intentional and so delicately skil- 
ful evasion of this difficulty by his assumption that the value of money 
remains unchanged. In strict logic this at once affords an absolute 
for comparisons and constitutes a considerable exception to the ceteris 
paribus assumption. Yet economists have agreed that it has practical 
advantages and is convenient, especially in teaching. It permits the 
building of a logical method which helps to clear the jungle of the 
innumerable practical influences on economic decisions, recognised as 
far from final. And it is certain that this loosening of logical rigour 
has aided the definition of the equilibrium system. 

Yet the clean wind of philosophic criticism does bring out views, 
especially as to utility, which, as I see it, are at once stimulating and 
worth careful consideration by economists. Perhaps the crucial point 
is Dr. Lamont’s insistence that economic choices are always made not 
as to ‘ existing’ things but as to future possible existents. ‘For valua- 
tion is undertaken only when choice is enforced upon us, and choice 
always has a future reference.’* This of course does not mean that we 
do not refer to the relative present values of goods, speculatively, by 
their quoted prices. Price labels are no more than proposals (and all 
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proposals are not accepted). Dr. Lamont is surely right in insisting 
that it is the decision that is vital in the economic process. And in 
deciding or choosing we always desire to change our state to something 
new in the future. I should deny that this is too narrow a distinction. 
I should assert that if it is ignored we run the risk of falsifying the 
economising process and of reducing human choice to a mathematical 
probability, which is a certainty. For what the discrimination insists 
on is that our economic decisions are always infected with the 
uncertainty, as to the result, of the future. It asserts at once the human 
quality of all our choices in that they are always to some extent con- 
trolled by ideas of purposes which are in part self-imposed, and are 
therefore not properly explained by exact logical or mathematical 
methods. They also open the way to creation and so to novelty. For 
this reason I feel especially allergic to the modern practice of treating 
choice mathematically, except as a very provisional exercise in pure 
logic. Choice is thus revealed in its strategic function as the artificer 
of change, and therefore as the central actor in the drama of what we 
should recognise as realistic human ‘economic dynamics’, different 
from the modern economic dynamic theory based on pure logic and 
clock time (as distinct from history). If we are serious in this, we 
should never forget that all our so-called exact economic theory derives 
its exactitude from an initial assumption which, in any final or indeed 
realistic sense, falsifies the essential factor in all economic choice, the 
fact of future uncertainty which depends on an unpredictable human 
progress. This granted, no one should object to provisional pragmatic 
exercises in exact logic. But the proviso is today too often ignored. 
Dr. Lamont puts choice and uncertainty in their right places—always 
centre of the stage. 

From this position he proceeds easily to a further logical distinction. 
He sees the ‘ marginal units of utility’ as relating essentially to the 
future, as also the effort to equalise them. But the ‘ marginal units of 
equilibrium’ he regards as relevant to established facts, and so matters 
rather of history or logic. ‘The marginal units of equilibrium are 
the last chosen units of objects of competing demands in the allocation 
of scarce resources. The marginal units of utility (desiredness) are 
the alternative contents of demand, presented for choice, when the 
alternative actually chosen will constitute one of the marginal units of 
equilibrium ’ (p. 116). Clearly, if you take the realistic psychological 
view of choice, you choose A as against B because you prefer A; so 
that B falls out—it does not exist in the equilibrium system for 
instance ; if the latter is attained, ‘ marginal utility is concerned with 
choices or preferences, aiid not with indifference or lack of preference ’ 
(p. 113). If this marginal preference exists, there cannot be realistic 
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equilibrium ; but then equilibrium is never realistic. Marginal units 
of equilibrium can be identified as such only after the choice has been 
made. Once made, equilibrium can in theory be recognised as the 
utmost satisfaction in its concrete form, the nearest approximation to 
complete satisfaction possible for us with our scarce resources. These 
distinctions follow from the economic principle and reassert the central 
position of realistic choice. So, though this is a narrow distinction, it 
is valuable as insisting once more on the prospective nature of choice 
with all its uncertainty, whereas equilibrium is properly understood as 
a rational idea of method, an idea which can deal only with facts, either 
historical facts or, as is much more common in our theorising, facts 
assumed for our analysis. 

It will be noted that for Dr. Lamont ‘ utility means desiredness ’ 
(p. 126). This is of course recognised by Marshall.’ But one cannot 
measure desiredness. And any pragmatic economist must use a more 
practical, if inexact, measuring rod (usually money). The assumptions 
by which Marshall evaded this difficulty are well known, and are 
justified for an analysis based on perfect competition. Marshall also 
accepted a Utilitarian definition of the quantities of utility or ‘ satis- 
faction’ compared; and indeed Dr. Lamont is almost obliged to do 
the same—the ‘pursuit of happiness’ (p. 33) is the final common 
denominator. He is, I think, so induced because here he accepts the 
comparative value judgment as final; and this judgment must com- 
pare factors which do not differ in quality, so qualities are reduced to 
quantities. It is a process which practical economic theorists are bound 
to adopt, but for them this need imply no assertions as to its final 
truth. And as pure theorists they have generalised the theory in recent 
times to cover all economic values, in a way which deprives this 
economic thinking of its unnecessary hedonistic tinge. This is perhaps 
not adequately recognised by Dr. Lamont. (He can hardly have this 
in his blood, as have modern academic economists.) This comment 
is also relevant to his disapproval of the ‘ unilateral’ interpretation of 
the law of diminishing utility, where one commodity only is considered, 
ceteris paribus. Economists in fact realise the merely theoretical 
possibility of ceteris paribus. True, life is short, and they do not 
always repeat their assumptions ; but they know what they are doing— 
they accept the logic of the partial equilibrium method ; and today the 
processes of general equilibrium, on the lines of Walras and Pareto, 
are generally accepted by all economists, especially through the work 
of Professor Hicks. Marginal substitutability, assuming no more than 
comparability, here replaces marginal utility. 


7 Op. cit., Ch. 2. 
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The same type of comment may be made on Dr. Lamont’s view 
that economists tend to confuse the law of diminishing utility and the 
law of diminishing returns. He is right in his insistence that they 
are different, and should be kept separate. Of course, if taken in the 
more Ricardian shape, they are very like each other. If we increase 
successively only one factor of production, and only one utility to be 
consumed, all other factors unchanged, then in theory each successive 
unit would yield a diminishing ‘return’. This is realistic so far as 
societies are always faced with different scarcities in their factors of 
production. But Dr. Lamont has stressed the unreality of the 
‘unilateral’ law of diminishing utility (one commodity). Here then 
is the crucial difference. The law of diminishing returns does properly 
deal with one factor, the others remaining unchanged. The law of 
diminishing utility deals properly with a situation in which we have 
wide scope for choice as to all our satisfactions (p. 110), and can vary 
all of them in the mode of general equilibrium. In other words, the 
law of diminishing utility is valuational ; it is bound up with consumer’s 
choice. This seems a sound distinction. But I do not feel that econo- 
mists are specially guilty here, though once again they omit the constant 
repetition of their assumptions. The modern statement of the law of 
diminishing returns as the law of variable proportions is properly 
generalised. And only at the beginning of elementary teaching do 
economists proffer the ‘ unilateral’ law of diminishing utility. Once 
again, however, one sees working in Dr. Lamont’s thought the leaven 
of a true view of choice, with its controlling influence on economising. 
If we take this deeper general equilibrium view of the wide compass 
of diminishing utility, we realise also the possibility of increasing 
utility. Once again then diminishing utility appears as the assumption 
which leads to static equilibrium, neglecting the dynamics of change 
and uncertainty, whereas choice and the chance of increasing utility 
are the realistic engineers of change. It is surely stimulating to have 
this logic so carefully outlined. 

A further idea used by Dr. Lamont is that of ‘common demand’. 
It is the common element in all demand which, to various degrees, 
relates all particular demands. It implies that all qualities can in this 
respect be reduced to quantities. If economics is to be pursued as 
an exact theory, this is certainly necessary. But, whereas this is a 
relative and mediate procedure, Dr. Lamont’s purpose in introducing 
the idea of common demand is rather philosophic and final. He 
uses it as the link between economic and moral processes, in the sense 
that both are conative purposive processes seeking to secure ends 
(p. 176). I shall not deal with this idea at any length. For, in the 
author’s sense, it depends on ethical and metaphysical issues which 
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should be discussed on their merits; and also, if it were considered 
in its economic sense alone, the ground appears to have been satis- 
factorily covered in modern economics. For Dr. Lamont’s position, 
however, the use of this idea is fitting and logical. His subjective 
position as to values has no room for the ascription to them of any 
intrinsic or absolute qualities. The comparative valuation is the proper 
function of valuing persons, and the economic judgment is thus com- 
parative in its treatment of comparable goods. This squares with the 
sharp separation of the value and the moral judgments, the former 
being purely comparative and relative, even when applied to 
“virtues” (p. 190). ‘What I consider good (or better) is what I 
choose ; but what I consider my duty (or moral) is what I may, but 
do not necessarily choose’ (p. 11). These issues as to such high matters 
as absolute and relative values, qualities and quantities, the moral will 
and economic practice, are far beyond our scope (though we should 
note how Dr. Lamont relates them). Like the Scottish clergyman, we 
should look them full in the face, and then pass on. We must leave 
them to those who argue on ultimate faiths. 

As to the economic aspect of common demand, I think its signifi- 
cance has been fully worked out by Marshall in his constant use of 
substitution ; and by Hicks, following Pareto, in his elegant analysis 
of marginal rates of substitution and of complementarity.* Especially 
because of the thorough absorption of this thinking by modern econo- 
mists, it can be claimed that the early idea of the margin, which began 
with the special case of land-rent, and later of wants, has now, 
beginning with the Austrians, been generalised to cover the whole 
system of economic thought as a logical method without any other 
special tie-ups. It thus spread to include the cost of all factors, via 
the opportunity cost analysis which Dr. Lamont uses so well. to the 
treatment of all wants and demands, and also links the cost to the 
demand system. This sharper realisation of the margin has in turn 
led to a keener realisation of the nature and importance of all surpluses, 
and of monopoly situations in general. Modern economists’ thinking 
is impregnated with this marginal-and-surplus type of thought; and 
this becomes almost instinctive, if one has made economic theory one’s 
life-business. One could not expect our author to develop such instincts 
in the relatively short time he could spare for economic theory. But 
we should note that he deals rather with the perfect competition type 
of static economic theory in which the special interest of more recent 
theory in monopoly and the various surpluses finds small place. His 
fresh criticism remains stimulating and fruitful in its own right. 


® Value and Capital (1939). Ch. TI. 
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Finally, may I refer to his criticism of a view of my own that our 
science’s true positive name should be the theory of efficiency, rather 
than the negative ‘economy’ (p. 56)? I have room to reply only in 
outline. Dr. Lamont continues to prefer economy to efficiency because 
we are faced with scarcity. I should agree. But I regard economy 
and efficiency, somewhat as the Russians regard Socialism and Com- 
munism, not as antagonists but as successive tiers in the same building. 
Economy suits a situation of scarcity ; efficiency seeks to get the most 
out of abundance of means. We have had little experience of theorising 
about the abundance issue. Stalin has certainly been interested in it, 
as is very natural because the possibility of Communism seems to 
depend on that of abundance.’ In the short blinks of abundance that 
have visited the U.S.A., we have also had some analysis of its efficient 
development, especially in Professor Ruby Norris’s work, and on the 
historical side in Professor Potter’s People of Plenty. Of course, I 
should agree that this issue depends on the definitions we choose. If 
we continue to limit our economic theory to those areas within the 
measurement of money exchange, then it appears quite possible that 
periods, at least, of abundance will occur within this limited sphere. so 
that a theory of abundance will be necessary. Such a theory will 
deal specially with the scope of increasing returns, through better 
arrangement of possible utilities. But this is for the future; and it 
should be remembered that desire and so demand grow by what they 
feed on, so that such periods of relative abundance. if this argument 
is valid, will be followed by periods of relative scarcity, when demand 
grows excessive once more. I should also hold that the real sphere 
of actual economising is much wider than that of the money measure. 
It is imposed by such human scarcities as that of time and physical 
and nervous energy, not to mention our powers of appreciating more 
final orders such as beauty or virtue. The fact that we have no 
economic theories in these contexts is simply due to our inability to 
deal with such slippery counters. But as long as they apply, there 
will be scarcity. In this sense scarcity is founded in human finitude. 

In sum, I have found this book a real stimulation. The more the 
winds of criticism blow, from all the airts. through our ingrowing 
unbalanced economic theory, the better for its health. We should 
therefore be grateful. It is heavy going. It calls for persistence almost 
equal to the author’s own. But our subject can only benefit from its 
blast. 

A. L. MACFIE 


Glasgow 


*See J. Stalin, Economic Problems of Socialism in the U.S.S.R. (1952), 
pp. 73. 74. 


CURRENT TOPICS 


THE second Annual General Meeting of the Scottish Economic Society 
was held in Edinburgh on 22nd March 1956. Forty members were 
present. Professor Sir Alexander Gray was prevented by illness from 
giving the address after the business meeting, and it was resolved to 
send him a message of good wishes from the Society. The Society 
was fortunate in being able to secure Professor Cairncross in his place. 
Professor Cairncross had arrived by air that morning from Washington, 
where he is at present acting as Director of the Economic Develop- 
ment Institute of the International Bank. His talk was appropriately 
entitled ‘ Problems of Economic Development’. 

The Society has had a successful year. The number of individual 
members has shown a slight increase, while the cost to the Society of 
the Scottish Journal of Political Economy has come down, partly owing 
to a large increase in sales to non-members of the Society. As a result, 
the donation by the Scottish Universities, under their guarantee for 
the Journal, has been reduced from £256 on Volume I to £85 on 
Volume II. The Society’s audited accounts for the financial year to 
31st December 1955 were presented and approved at the A.G.M., and 
are printed on pp. 169-70. 

The increase in the activities of local branches gives promise of 
recruitment of a wider membership. Six meetings were held in Edin- 
burgh, five in each of the three other big cities and four in St. Andrews, 
where the branch is run in conjunction with the Political Economy 
Club of the University. Many who attended the meetings and took 
part in the discussions were not subscribing members of the Society, 
and it is hoped that, with an even better programme to attract them 
next winter, they will be induced to subscribe. The Society is grateful 
for the support of five of the Scottish banks, which makes such a 
programme possible. 


In the February issue we published the first of a series of notes on 
economic and social research in progress in Scotland. The note which 
follows deals with current research in the University of Glasgow. 

Much of the economic research at Glasgow is concerned with 
problems of economic organisation, including shipbuilding, Scottish 
banking, the water-supply industry and salaries in the public services. 
Papers on all these subjects have either been published recently or 
are in preparation. A number of studies on industrial relations in the 
west of Scotland are almost ready for publication. Most of them are 
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based on field work which has been carried out in certain co-operating 
firms in the last few years. 

An interesting project in the field of economic history is a study 
of the firm of Messrs. J. and P. Coats, which will be based mainly on 
records made available by the firm. A number of firms in Scotland have 
lent old account books to the University, and some of these are being 
used for work on the economic development of Scottish agriculture. A 
study of the growth of the pig iron industry in Scotland before 1870 
is almost complete, and some of the results have been published. 

In the field of sociology, crime in Scotland, education in Glasgow, 
and the churches in Glasgow, are three of the topics covered. The 
social survey of Govan is a continuing project, based partly on field 
work, and dealing with many different aspects of community and 
family life in this district of Glasgow. It has already produced papers 
on family structure, the incidence of illness, housing policy and the 
work of voluntary relief organisations. 

A number of studies of the social and economic institutions in the 
Soviet Union are nearing completion, and books on nationalities in the 
U.S.S.R. and the Soviet budgetary system will be published during 
1956. 

In theoretical economics, several papers on the theory of economic 
growth have recently been published, and a book on the labour theory 
of value is due for publication in 1956. Other subjects on which 
research is in progress include the Physiocrats, the contribution of Scot- 
tish economists to economic thought, and problems of methodology. 


RECENT ECONOMIC TRENDS 
PASSENGER TRANSPORT IN SCOTLAND 


THE number of private road passenger vehicles in use in Scotland, 
as in Britain as a whole, has shown a rapid rise in recent years. Private 
cars with licences current in the September quarter rose from 141,000 
in 1947 to 227,000 in 1954, or by 60 per cent. The number licensed 
in 1938 was only 147,000. Motor cycles with current licences similarly 
rose from 30,000 in 1947 to 52,000 in 1954, or by over 70 per cent., 
whereas their number in 1938 was 31,000. The upward trends, shown 
in Fig. 1, have been fairly steady over the period, except that, in the 
last two years, the number of motor cars registered tended to shoot 
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Fic. 1. Private cars and motor cycles in Scotland: licences current in September 
quarter (1950 = 100). 


upwards fairly rapidly, whereas the increase in the number of motor 
cycles showed signs of flattening off. What has been the effect of 
the growing use of private transport on the traffic carried by public 
transport "4 
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Turning first to the railways, we find that the annual number of 
passenger journeys originating in the Scottish Region has been remark- 
ably steady since nationalisation. In the first few years the downward 
trend from the wartime peak continued, the numbers falling from 
66:2 m. in 1948 to 63-4 m. in 1950. Since 1950 there has been a 
recovery to a new peak in 1953 of 67:3 m. and a slight falling off in 
1954 to 67:2 m. The variations have been relatively small; the 1953 
figure is only about 6 per cent. above the 1950 low point, while the 
1948 figure was only 44 per cent. above it. The trend is shown in 
Fig. 2. 
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Fic. 2. Passenger journeys in Scotland: British Railways and Scottish Omnibus 
Group (1950 = 100); and municipal undertakings (1949-50 = 100). 


Unfortunately, figures of passenger-miles and of the average length 
of journeys are not available, so that we cannot tell whether the changes 
have been in short or in long journeys. The increase has obviously 
been associated with the widespread introduction of cheap-day, week- 
end and excursion tickets, which, in recent years, have accounted for 
37-40 per cent. of the total number of passenger journeys. In spite 
of the extensive withdrawals of traffic from branch lines, the railways 
seem to be holding their own. The private car seems to be getting a 
larger share of a growing total of passenger travel, rather than 
abstracting traffic directly from the railways. 
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The experience of the Scottish Group of nationalised motor omni- 
bus undertakings has been similar. The Group includes Scottish 
Omnibuses, W. Alexander and Sons, the Central S.M.T., the Western 
S.M.T., David Lawson and Highland Omnibuses. It had reached its 
present form by about 1950, by which time it had absorbed a number 
of smaller concerns and come to account for nearly all Scottish motor 
bus traffic outside the four large cities. The number of passengers 
carried in 1950 was 783-9 m. and the figure has remained roughly 
constant each year, with a slight tendency to increase. In 1954 it was 
809-8 m., an increase of about 34 per cent. over 1950. The trend is 
shown in Fig. 2. 

There is, once again, no evidence as to changes in the lengths of 
journeys, but it would appear that the effect of the growing use of 
private cars and motor cycles has been to limit the further growth of 
bus traffic rather than to cut it down. A large part of the increase 
is probably due to the growing dispersal of population in new housing 
areas, which means that more people have to travel by bus to and 
from their work and the shopping and entertainment centres in the 
towns. 

When we turn to the transport undertakings of the four cities, the 
position is rather different. The number of passengers carried by the 
municipal undertakings rose sharply during and after the war, reached 
a peak round about 1949 or 1950, and thereafter began to decline. The 
post-war movements are shown in Table I. 


TABLE I 
PASSENGERS CARRIED BY SCOTTISH MUNICIPAL UNDERTAKINGS 
(Millions) 
Year ending Glasgow Edinburgh Aberdeen Dundee 
3ist May 

1946 . c é 760 ae ay a 
950" . 805 287 

a 3 : 675 256 104 86 


11949 for Aberdeen and Dundee ; 1950 for Glasgow and Edinburgh. 


The downward trend appears in Glasgow, Edinburgh and Aberdeen, 
but in Dundee the number of passengers, after falling to 83 m. in the 
year ending in May 1954, has since begun to rise again. Moreover, in 
Dundee the decrease from the peak was proportionately much smaller 
than elsewhere. 

The position for the four undertakings taken together is illustrated 
in Fig. 2. The total number of municipal passengers in Scotland in 
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1949-50, at 1,300 m., was about 74 per cent. greater than it had been 
in 1945-46 (when it was 1,210 m.). By 1954-55, however, it had fallen 
to 1,122 m., which was 134 per cent. lower than in 1949-50, and 7 per 
cent. lower than in 1945-46. 

It would appear that the biggest impact of the revival of private 
transport has been on the municipal undertakings, rather than on the 
railways or the bus companies. Many people in the four cities who, 
during the days of petrol rationing, used public transport to get to 
work, or for shopping and entertainment purposes, must now be 
travelling by car or motor cycle. Certainly the growing seriousness 
of the parking problem in the city centres lends support to this belief. 
At the same time it is remarkable that such a reduction in the use of 
municipal transport should have come at a time when more and more 
people are being moved to new housing estates on the outskirts of the 
cities. 

Another factor is probably the growing availability of substitute 
forms of consumption. When goods in the shops were scarce people 
were more ready to spend money on going to entertainments in the 
city and on travelling about for pleasure purposes because they could 
not spend it on other things. Now that goods of all kinds are plentiful 
and people are feeling the pinch of the rising cost of living, they 
probably tend to stay at home more—for example, watching television. 
Certainly, personal experience of Glasgow transport gives the impres- 
sion that trams and buses are less fully used now than they were seven 
or eight years ago, especially in the evenings. It is likely also that 
increases of fares have had more impact on demand for municipal 
transport than for other types of public transport. Many people who 
formerly paid 1d. for journeys of a few hundred yards probably prefer 
to walk now rather than pay 2d. or 24d. 

Thus, in the case of the municipal undertakings, the competition 
of private vehicles was felt in a market where demand was already 
tending to slacken off for other reasons, unlike the markets for longer 
distance transport; its consequences were, therefore, all the more 
serious. 

J. F. SLEEMAN 

Glasgow 


ECONOMIC GRADUATES IN THE LABOUR MARKET? 


In the spring of 1955 the Department of Social and Economic Research 
conducted an inquiry among recent Economics graduates of Glasgow 
University to find out what kinds of employment they had found, what 
difficulties they had encountered in obtaining jobs, how many had 
gone into industry, and other related information. Questionnaires, 
with a covering letter from Professor A. K. Cairncross, were sent to 
graduates who had attended Honours classes in Political Economy 
during 1950, 1951 and 1952—124 in all. Eighty-five per cent. replied, 
yielding 103 forms suitable for analysis; of these, ninety-twe were 
completed by men and eleven by women. 

The majority of the graduates (sixty-six) had taken the Honours 
Group ‘ Political Economy with Political Science’, but seventeen had 
read “‘ Geography with Political Economy’ and the remaining twenty 
had taken various other combinations ; the group is thus not entirely 
homogeneous. Fifty-six of the 103 are known to have undertaken some 
form of further study or training after graduation. 


TABLE I 
OCCUPATIONAL DISTRIBUTION, MARCH - APRIL 1955 


Field of employment 


Industry, commerce 

Teaching * ‘ ; , 5 A . 
Government service: national, local, overseas 
Law, accountancy, insurance 3 
Journalism . P - S ; : 


Miscellaneous ?” 


Total 


1 Academic, including research (four); other teaching (twenty-two). 
2 Including five in the field of psychology. 


Table I sets out the present employment distribution of the sample ; 
the only significant change in the type of job chosen over the three 
years is a fairly substantial decline in the proportion becoming teachers. 
The thirty-two graduates in industry and commerce include at least 
seven in production, production engineering or work study, three on 
the sales side, three buyers and one on personnel work. There are, in 


1 A limited number of copies of the full report on this inquiry are available, 
and may be obtained on application to the Social and Economic Research 


Department of the University of Glasgow. 
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addition, some management trainees. Of the fourteen graduates in 
government service, only two found their way into local government, 
whereas four are now in the Inland Revenue Department. 

The career chosen varies to some extent with the precise course 
taken at the University. Thus it is interesting to note that of the 
seventeen graduates who took ‘ Geography with Political Economy ’ 
as many as eleven became teachers. Only a few of the ‘genuine’ 
economists opted for that profession. 

The majority of the graduates—about two-thirds—experienced no 
difficulty in finding employment on first entering the labour market. 
Of the remainder, sixteen or so had ‘ some difficulty ’ and about fifteen, 
including both would-be entrants to industry and those wanting to 
teach, had ‘ considerable difficulty’. Women graduates do not seem 
to have been at any special disadvantage. Even within the relatively 
short period covered by the inquiry, at least thirty-five of the graduates 
had been in more than one job. Moves were made for a variety of 
reasons: four because the first job was only temporary, and thirty-one 
because of ‘inadequate salary, unsatisfactory work’ or ‘ better pros- 
pects, more congenial work elsewhere’. Those taking up a new post 
because of ‘ better prospects, etc.,’ included a number of teachers who 
changed to senior secondary or technical college work, more appro- 
priate to their degree subjects. There was, of course, a frequent cor- 
relation, in the reasons given for changing jobs, between poor 
remuneration, lack of prospects and unsuitability of work, with low 
pay as the junior partner in the complex of motives. 

Some useful information about salaries was disclosed. Twenty 
per cent. of the graduates had an initial salary of less than £400 per 
annum, 35 per cent. had £400-499, 22 per cent. had £500-599, 17 per 
cent. had £600 per annum or more, with the results for the remaining 
6 per cent. not known or not clear. Remuneration received at the 
time of the inquiry is shown in Table II. It will be noted that some 
graduates have received very substantial increments in the few years 
in which they have been in employment. 

Migration is an important Scottish problem, and it is disturbing 
to learn that as many as fifty of the 103 graduates had left Scotland 
by the time of the inquiry. (The proportion not in employment in 
Scotland would probably have been still larger if the ‘ gone aways’ 
and ‘no replies” had also completed a questionnaire.) Of the fifty, 
thirty-eight were working elsewhere in the United Kingdom, seven were 
in employment in other parts of the Commonwealth, and five had gone 
to various foreign countries. Nineteen of the fifty had had a job of 
some kind in Scotland before leaving. The majority of those who left 
did so for some reason connected with their careers. In some cases 
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they left because they were unable to find suitable employment in 
Scotland; others moved because of the lure of better prospects— 
actual or potential—elsewhere. A broad description of the reasons 
for migration is given in Table III. 


TABLE II 
SALARIES IN MARCH-APRIL 1955 


Salary Year of starting work 
per Total 
ie 1950-51 1952-53 1954-55 
No o% No % No % No. % 
Under £600 5 10 9 24 5 50 19° 20 
£600-799 . pip) 46 18 49 3 30 43 45 
£800-999 . 9 19 6 16 1 10 16 if 
£1,000 and 
over 3 11 23) 4 Il _— — 15 16 
Not known, 
etc. z 1 2 — — 1 10 2 2 
Total . 48 100 37 100 10 100 95? 100 


1 Including seven women. 
2 Fight graduates who were training, completing National Service, etc., are excluded. 


TABLE III 
REASONS FOR LEAVING SCOTLAND 


Reason Number 


Home outside Scotland . , : z 4 
Further education or National Service . 5 
‘Job’ factors . : zx - 4 F 33 
Miscellaneous 8 
None: still in Scotland . 5 z : 53 

Total . ; 5 A 103 


The material available does not warrant our drawing any precise 
conclusions regarding employment opportunities. At least thirteen 
of the emigrants were offered posts in Scotland; and though the 
majority were not, in a number of cases they had not applied. Some 
migration is in any case inevitable. But when all the qualifications 
have been made, the replies still disclose a genuine shortage of openings 
for Economics graduates in Scotland. It is particularly disappointing 
to have to admit that this conclusion applies to the demand from 
Scottish industry. 


Hitpa R. KAHN 
Glasgow 
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Beyond Nationalization: the Labor Problems of British Coal, by 
George B. Baldwin. (Harvard University Press: Cumberlege, 
1956. 35s.) 

The Poverty of Philosophy, by Karl Marx. (New Edition. Lawrence 
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Capital and its Structure, by L. M. Lachmann. (G. Bell and Sons Ltd., 
1956. 15s.) 
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